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Hauling Helleats and Wildcats (complete fighter 
planes in huge crates) is a job for masters of Io 
and road: Heavy-duty trucks by Autocar! Equip 


with a boom by Dade Brothers, Inc., one of these 


big tractors can lift its weight in Wildcats. Or 


Helleats. On all fronts, Autocar provides special- 
purpose vehicles for the Army, Navy, 

Marine Corps, and Air Forces... 
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OW as never before, every 
bit of gas fuel of any type 
must be rigidly conserved as a vital war measure. All con- 
sumers, appliance manufacturers and public service cor- 
porations are under strict obligation to secure extreme ef- 
ficiency and economy from their gas-burning appliances. 
One effective means of accomplishing this is by the use 
of a reliable gas pressure regulator on furnaces, boilers, 
water heaters, kitchen ranges, and other home and indus- 
trial appliances. On a control device so strategic as a regu- 
lator, complete dependability is a necessity. On Barber 
Regulators the bodies, working parts, springs and diaphragms 
are the finest obtainable. Unusually sensitive reaction to 
pressure drop is assured. The appearance of these regu- 


‘lators harmonizes with modern streamline equipment, 


The use of Barber Regulators on appliances you sell, 
make, or sponsor, is not only evidence of quality equipment, 
but also a symbol of your compliance with our national con- 
servation program. 


E BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 
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Your Pipe Cutting is much 


f 


RIBEID No. 3 Cutter, 2- 
handle, capacity 1” to 3”; No. 
4, 2” to 4”; No. 6, 4” to 6”. 





AUD No. 42 @Clean cuts with less effort—this RIZAID Cutter 

ogg Miee gives you that kind of service because the special thin- 

gee 3 in oe blade cutter wheel, coined from tool-steel, heat-treated 

a querter eames and assembled in a steel-bushed hub, knifes right 
through the pipe, practically without burr; because the 
heavy-duty malleable frame is warp-proof, always cuts 
true; and because the tool is so well balanced you get 
most action for least effort. You'll like the smooth 
performance of the RIZAID Cutter — ask for it at 
your Supply House. 


Fel Eel 
- atica > * PIPE TOOLS x | 
scree ir -(e" : 
cadet oe rar THE RIDGE TOOL COMPANY 
. a Elyria, Ohio, U, S. A. 
$15.00 
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Pages with the Editors 


TS historical paradoxes contained in a 
number of so-called “landmark” deci- 
sions of the Supreme Court of the United 
States have always been a source of fascina- 
tion for lawyer and layman alike. It seems 
that some of the more famous opinions of the 
highest tribunal, those which most readily 
come to mind, have won fame not because of 
what they actually decided (in the immediate 
cases respectively involved) but because of 
consequences sometimes quite opposite in 
trend to the import of such decisions. 


For example, the Dred Scot decision voiced 
the court’s recognition of a slaveholder’s 
property right in a fugitive slave even in a 
free state which did not recognize slavery. 
Result was, not the general recognition of such 
slaveholder’s rights in free areas, but, on the 
contrary, a civil war which abolished slavery 
in all the states, including the southern states. 


LIKEWISE, John Marshall’s famous remark 
about “the power to tax involves the power 
to destroy” signified no intention on the part 
of the great chief justice to disapprove the 
use of the power of taxation for the purpose 
of destroying. As a matter of fact, that re- 
mark of Marshall’s, which appears in the 
court’s opinion in McCulloch v. Maryland (4 
Wheaton 316), has been made the basis for 
subsequent Federal law (such as the Harri- 
son antinarcotic act) in which the Federal 
power to tax is used for the express purpose 
of destroying, restricting, or suppressing so- 
cially offensive commercial traffic. This, de- 
spite the fact that the original decision pre- 
vented the state of Maryland from taxing a 
banking agency of the Federal government. 


THE jurisprudence of public utility regula- 
tion has at least one such famous paradoxical 
decision. Recent evidence would seem to in- 
dicate that it may even have two. Smyth v. 
Ames, handed down in 1898, actually decided, 
as most readers of these pages are probably 
aware, that the state of Nebraska had validly 
limited by statute certain railroad rates. It 
was, in effect, a victory for the ratepayer 
against the utility (and, incidentally, one of 
the few Supreme Court cases in which the 
great commoner, William Jennings Bryan, was 
successful as an advocate before the bar). Yet, 
for the last forty-odd years Smyth v. Ames 
has been often condemned by its critics as an 
instrument used by utilities to defeat the in- 
terest of the ratepayers, 
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CARL I. WHEAT 


The Hope Case is both an opportunity and a 
challenge for regulatory leadership. 


(SEE Pace 531) 


arses in this year of 1944, the Supreme 
Court decided the Hope Natural Gas 
Case in a way which ostensibly upheld the 
Federal Power Commission in slashing nat- 
ural gas rates along lines and according to 
principles which did not entirely square with 
the dicta of Smyth v. Ames (although the lat- 
ter was not overruled). One would think that 
the FPC and advocates of strict regulation 
generally would be very pleased,with this vic- 
tory. 


But strange reports are circulating that 
some Federal regulatory officials are anything 
but pleased. Apparently they had hoped that 
the court would endorse the formula of pru- 
dent investment used by the FPC in the Hope 
Case. Instead, the court merely upheld the 
“end result” and clearly indicated it would 
likewise uphold any regulatory commission 
(using any other formula or combination of 
formulas) if the “end result’ could not be 
shown to result in confiscation, 


IN consequence, state commissions haye 
been assured more liberty of action and they 
are beginning to show a more independent 
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RILEY BOILER STEEL CASING 


dollars and cents logic dictates its use 


The Riley Boiler steel casing is 
pnished with Riley Steam Gener- 
ing Units, not because of its ex- 
lent appearance, but because by 
suring a permanently air and gas 
ght closure its use has proven a 
ofitable investment. 


The use of flanged panels bolted 
gether with bolts on 3” centers, 
e use of flexible metal to metal 
als at headers and the use of ef- 
tive seals at drums results in a 
ght closure which not only starts 
t tight but stays tight after years 


anda Service. 


preme 


With Riley steel cased units CO, 
at the heat recovery equipment 
outlet is seldom lower than )% of 1 
per cent less than in the furnace, an 
indication of the tightness of the 
Riley steel casing. 


COMPLETE STEAM GENERATING UNITS 


> BOILERS- PUL VERIZERS-BURNERS-S TOKERS -SUPERHEATERS 
AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 


OKER CORPORATION, WORCESTER, MASS. — steex-ciac nsuLaTen sETriNs - FLUE GAS SCRUBBERS 
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8 PAGES WITH THE EDITORS (Continued) 


spirit. Regulatory reformers who had hoped 
through the dominating position of Federal 
commissions to peddle a stereotyped formula 
throughout the country which state commis- 
sions would docilely accept are disappointed. 
Some of the state commissions are developing 
formulas of their own. A good many of them 
have indicated that they are going to decide 
cases just as they have always decided them, 
which is quite distressing to the champions of 
strict “prudent investment’? formula for rate 
making. 


ViEweEp in this light, Smyth v. Ames be- 
comes an opportunity for commissions to make 
a fresh start in working out regulatory prob- 
lems with the utilities in their own respective 
states. At any rate, that is the view taken by 
the author of the leading article in this issue, 
Cart I. WHEAT, who proposes such an ap- 
proach. He thinks it squares properly with 
the Hope Natural Gas decision, although he 
indicates that a few years ago his plan might 
have fallen under the shadow of the restric- 
tions which had been read into Smyth v. Ames. 


Mr. WHEAT is somewhat of a regulatory 
reformer himself, although he also has an im- 
pressive background of practical regulatory 
experience. Born in Massachusetts in 1892, he 
went to college in California (AB, Pomona, 
11), served in France in World War I, studied 
law at Harvard (LLB, ’20), and after brief 
private practice served as attorney of the rail- 
road commission of California from 1922 to 
1929. After that, he was public utilities coun- 
sel for the city of Los Angeles and more re- 
cently special counsel for the Federal Com- 
munications Commission’s investigation of the 
telephone industry in 1936. For the last few 
years he has returned to private practice in 
Washington and San Francisco. In addition, 


JOHN BAUER 


Prudent investment depreciation is the twin of 
prudent investment valuation. 


(See Pace 540) 
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Mr. Wueat has been a prodigious writer on 
legal and historical matters. 


* 


A SPEAKER at a recent utility meeting in 
Chicago remarked that “straight-line de- 
preciation is something. like religion. It’s a 
fine thing if you have always practiced it. But 
it can start a lot of argument if you try to 
ram it down the throats of people who don’t 
believe in it.’ The reference was to the need 
for making the application of a uniform 
straight-line depreciation policy as gradual and 
voluntary as possible, with respect to utility 
companies which have heretofore lawfully fol- 
lowed a different system. 


In this issue we present another in our series 
of analytical articles on this timely subject of 
depreciation—a subject made timely in view of 
the important progress being made towards 
uniform regulatory practice by the deprecia- 
tion committee of the National Association of 
Railroad and Utilities Commissioners. The 
author of this article, written from a view- 
point quite sympathetic with the work of the 
NARUC committee, is the well-known regula- 
tory writer, Dr. JouNn Bauer, director, The 
American Public Utilities Bureau, New York 
city. Dr. BAUER’s previous writings have ap- 
peared in the ForTNIGHTLY so often that we 
feel he needs no further introduction at this 
time. 


¥ 


Paciric war flavor is also found in this 

issue with the publication of the article 
by Caprain Homer A. Dye of the United 
States Army Air Forces, sometime stationed 
on the island of New Caledonia off the north- 
east coast of Australia (beginning page 554). 
Caprain Dye’s description of the impact of 
Pacific warfare on primitive and struggling 
utility developments in these far-flung areas 
raises a number of interesting questions. Prob- 
ably the principal thought of many of our 
American soldiers, sailors, and Marines now 
on duty in the south and central Pacific is to 


’ get out of there as quickly as possible and get 


back to the good old United States of Amer- 
ica. But human nature being what it is, they 
will probably not be back in the United States 
very long before some of them will be thinking 
about revisiting the scenes of their war experi- 
ence. 


In short, as CAPTAIN Dye suggests, the great 
army of ‘American tourists may eventually 
take the place of the great army of American 
expeditionary forces. 


THE next number of this magazine will be 
out May 11th. 


Ae Colstuas 
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F your figure-work calls for division or multiplication, you don’t want an 
tding machine. If you have adding and subtracting work, you don’t want 
calculator. You do want the Printing Calculator because it combines in one 
echanism the best features of both—and always, on every problem, it prints 
permanent record of every calculation. It is truly the omly all-purpose 
guring machine. 


es, ALL-PURPOSE ... for ALL your office figuring — costs, estimates, in- 
bices, payrolls, inventories, discounts, formulas, percentage problems of 
kinds. The Printing Calculator takes them all in stride. 


lhe work it performs is fast and automatic—and you can prove it’s right 
e first time. There’s never any need for copying the answer from dials... 

er a need for re-run to prove accuracy... because the Printing Calculator 
n't “lose” a single factor of any problem. That’s why it delivers real man- 
bwer savings in these days of short-handed office staffs. 


emington Rand Printing Calculators are speeding the flow of vital figures 
thousands of businesses all over America. A demonstration, at any 

emington Rand office, will show you how it can help your business, too. 
it in action today! 


his machine available on WPB approval, to ~*~ conserve manpower, expedite 
ar work, maintain necessary civilian economy. Ask our representative for details. 


I LIKE its 10-key 
keyboard. We need no 
specially trained op- 
erators. 


I LIKE the way it 
provides double facil- 
ities on a single in- 
vestment. 


Mh, Remingilon Rend 


e only PRINTING calculator with automatic division 
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naking Babcock & Wilcox Steam Generators, 660,000 Ibs. per HyVULoy elements pages !4 and 15, HyVULoy Protective Bear- 


each at 1250 pounds pressure. Soot Blowers take steam at ings page I6, air cooling and pre-cooling, slow-speed LGE-2 
a. L \ . : ‘ heads—pages 6 and 7, over-arm support. Slag screen, water 
Psi. Long element life, easy operation, straight elements walls and tubes in the open pass are maintained slag-free by 
very effective cleaning are obtained by the use of the Retractable Model T-2 elements. 


new VULCAN catalog fully describing VULCAN equipment appears in the 
Sweets, and a copy is available on your request. 


AN SOOT BLOWER CORPORATION, DU BOIS, PENNA. 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 
—MOonrTAIGNE 




























BENNETT CHAMP CLARK “1 think it more important to have uniformity than to” 
U. S. Senator from Missouri. be right.” 4 






¥ 


WENDELL L,. WILLKIE “Don’t trust any leader. Take no man on faith. Make — 
Former president, Commonwealth him tell you what he believes.” 
& Southern Corporation. 







¥ 






JoHn W. BricKER “It may be millennial to propose a world free press ~ 
Governor of Ohio. but peace likewise may seem millennial.” ' 


oa 


Here Litre “On the theory that dim lights are flattering, Congress 
livashington newspaperman, probably intended the new tax on light bulbs to offset the 
taxes on milady’s cosmetics.” 


¥ 
































HEARDSLEY RUML “Tt would be folly to expect that business can make the 
Chairman, Federal Reserve Bank transition from full war-time employment to high peace- 
of New York. e time employment without codperation from public goy- 


ernment at every level—Federal, state, and local.” 








* pho 
Ss but it’ 
Eric A. JOHNSTON “Too much play for power among powerful men, lack rom 
President, United States Chamber — of codrdination and cohesion of effort, is causing Wash- merg 
of Commerce. ington to spray its shots and miss the mark when the cond 
target should be high 16-inch artillery.” 
‘ 
ee 
Joun J. CocHRAN “Tt’s about time we slowed down on this thing of set- | 
U. S. Representative from ting up special committees every ‘time we turn around. 
Missouri. At the rate we are going now, we might as weil refer to 
the House [of Representatives] as the House of Investi- , 
gations.” 
» | 
‘ ; ; ; Sa nquit 
EpiroriAL STATEMENT “It would be desirable indeed to retain the Little Steel 
Journal of Commerce and wage formula, which by and large has served the coun- 
Commercial. try well in heading off a spiral of disastrous wage and BURR 


price increases. But if this formula is going to be applied 
in the way that it was in the coal and railway cases, sub- 
stitution of a statutory rule, even if it permitted some 
limited further advance in wage rates, could prove more 
effective than an effort to retain the Little Steel formula 
while making exceptions under it for major groups ol 
workers.” 


« APR. 27, 1944 12 
















\pril 27, 1944 Public Utilities Fortnightly 13 
































To Minimize Mechanical Interruptions 


all 104 


Make © 
press, 


gress 
et the 


ce the 
yeace- 
gov- 





phone call brings a Burroughs service man when you need him, 
but it’s far wiser to arrange with Burroughs for periodic inspection, 














Be lubrication and adjustment of your Burroughs machines, so that 
hee mergencies, and the delays they entail, may be prevented. The 
n te Brandard Burroughs Service Agreement provides: 
@ Systematic inspection, lubrication and adjustment of 
your Burroughs machines at regular intervals. 
 set- @ Emergency service as needed. \ 
ound, © Genuine Burroughs parts installed as needed. MANUFACTURING 
er to E . : 
reat ®@ Service—on your premises—by expert service men, FOR WAR 
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Burroughs service at a low, predetermined cost, or write— figuring and accounting 
oun- equipment for the Army, 
. and BURROUGHS ADDING MACHINE COMPANY, DETROIT 32, MICHIGAN Navy, U. S. Government 
plied and the nation’s many 
sub- a war activities, are the 
et : vitally important tasks 
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“Oil imperialism has always been swashbuckling. N 
tions have been ripped apart and régimes overthrown 
the struggles between the rival oil trusts. Few sm 
countries with oil deposits have been able to call their 
national souls their own.” 


“Tf in our land we permit our legislative policies to be | 
shuttled back and forth on the shifting sands of sectional — 
interests, racial groups, and regional economies, how can 
we in good conscience expect to effect a world-wide uni- 
fication of all these diverse factors?” 


» 


. it is my personal opinion that if we in this coun ~ 
try intensify our efforts to discover oil and natural gas © 
and make the best use of our resources, we shall have 7 
sufficient petroleum, not only for ourseives, but for our | 
children and our children’s children.” 


» 


“What we need is a new and radically different eco- 
nomic system. It should be based on (1) the recognition 
of the instrumental character of economic activity, not as 
an end but as prerequisite to good ends, and (2) a treat- 
ment of men as men, not as objects of exploitation by 
other men.” 


‘““Many states far away are against TVA; all of the big- 
moneyed interests are against it. The Republicans in 
Congress will vote against TVA and many of the Demo- 
crats opposing the President will also be against it. There- 
fore, wrangling here and there will eventually junk TVA. 
That is why I am apprehensive.” 


* 


“Tndustrialists will spend money for new construction 
because they know they will more than get it back in low- 
cost selling. If this seems a crass frame for a roseate 
picture of postwar America, it is nothing to be ashamed 
of. The profit motive is the very epitome of the American 
system of free enterprise at its functional best.” 


* 


“Whole peoples cannot be obliterated. The Czechs con- 
tinue to exist, the Poles still exist, the Jews still exist, and 
the Germans will continue to exist even after this war. 
No one can say how long it will take before the effects 
of the Nazi sickness are driven out of Germany’s body 
together with what remains of: former acute crises in 
health. But it is necessary to believe that the time wiil 
come when even the great powers agree among themselves 
and convince each other, that cigar smoke around a con- 
ference table is of more value than the smoke from big 
guns.” 





Would you see a general con- 
tractor about air conditioning? 
No! Then you should consult a 
specialist about switching equip- 
ment problems. R&IE has con- 
centrated for 31 years on these 
very problems. 


RAILWAY AND 
REENSBURG, PA. . . 






map NG why erP- 


anne 2 


HI-PRESSURE CONTACT Switching 
Equipment’ 2: changea every notion of what 


a switch should be. Who but a specialist could develop 
equipment with the operating advantages, the ease of 
handling, the performance records and .the simplicity 
of design that you find in Hi-Pressure Contact Switches. 
R&IE continually searches for refinements, improve- 
ments and operating advantages. 


INDUSTRIAL ENGINEERING CO. 


. . « In Canada — Eastern Power Devices Ltd., Toronto 


Cooperating one hundred per cent with the War Effort. 
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Freedom as we have always known it 
is worth any effort needed fo preserve it, 
and, for that reason, America is today © 
defending with the combined resources of 

the nation our right to continue living in 
our established pattern. Industry's part of 
the war job is its vast production of ships, 
anks, guns, and other kinds of fighting 
nes and materials. 
in the background of this visible. 
dramatic production. operate 
utilities, supplying unrationed 
both war and civilian needs at 

ver before attained. 
&W Boilers are supplying the 
a large proportion of these pub- 
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lic utility and industrial power plat 

for propelling naval and cargo ships, 

is playing a substantial part in this 

war effort. B&W. engineering and pro- 

duction skill have built into its boilers the 

stamina to endure today’s gruelling drive, 
With today's accelerated experience © 

yielding more complete answers to such 

problems as behavior of metals at high 

temperatures, action of fuels in 

and dry-ash furnaces, circulation in 

capacity high-pressure boilers, 

of steam from water in boiler steam 

and other related problems, the 

tomorrow should be even better able | 

serve industry. = oe 


A <a B&W Radiant Boiler in an eastern central 


bay station—Capacity 400,000 Ib. steam per hr. 
Ik 
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Save to Win 
with these four simple rules 
of battery care: 


1 Keep adding approved water at 
regular intervals. Most local water 
is safe. Ask us if yours is safe. 


9 Keep the top of the battery and 

battery container clean and dry at 

all times. This will assure maximum 
protection of the inner parts. 


Keep the battery fully charged— 
3 but avoid excessive over-charge. 
A ‘storage battery will last longer 
when charged at its proper voltage. 


4 Record water additions, voltage, 

and gravity readings. Don't trust 
your memory. Write down a com- 
plete record of your battery's life 
history. Compare readings. 


If you wish more detailed information, or 
have a special battery maintenance prob- 
lem, don't hesitate to write to Exide. 
We want you to get the long-life built 
into every Exide Battery. Ask for booklet 














ee 


































...is a vital principle 
of utility operation! 


Conservation of materials is no new story 
to the men who operate public utilities. 
With thrift and efficiency they have always 
planned for conservation. 


They’ve squeezed the last ounce of use 
out of materials and equipment in their 
care... and today, that need is intensified. 


One helpful principle to follow is that of 
“Buy to Last—Save to Win.” Buy quality 
products and equipment, then care for it to 
avoid needless replacement. That conserves 
raw materials, labor, and space in factories. 
It frees these productive elements for essen- 
tial war: production. 


THE ELECTRIC STORAGE BATTERY CO. 
Philadelphia 


Exide Batteries of Canada, Limited, Toronto 
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r-time meters from the 
uce them. Pittsburgh- 
industry, has done the 




















ron and tempered glass, in 
of th@bronze normally required 
HccompliShed without changing in 
n working mechatit 















~, 
uyers can always look to Pittsburgh- 
value. 


Wicrony METER 


An iron case dosnesic water meter employing the 
famous Empire balanced, oscillating piston principle 
of measurement. Has molded glass index box and 
breakable frost bottom. Interior parts interchange- 
able with the Empire Streeemline Meter making 
conversion to bronze cases possible after the war 


if desired. 




















The Ironside is the cast iron war-model counterpart 
of the well known Arctic Meter. The working 
mechanism is directly interchangeable making con- 
version to bronze cases possible after the emergency 
is over. This meter is of the popular disc type with 
proven operating parts unchanged. 


PITTSBURGH EQUITABLE METER co. 


Atlante CO NORDSTROM VALVE 


Brooklyn mate Offices, PITTSBURGH, SR: es 

Chicago Columbia Houston Kanses City Los Angeles 

New York Be mes San Francisco Seattle Tulse 
ational Meter Division, Brooktyn, N. Y. 





ten Bates. 
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BUILDING WIRE - IMPERIAL NEOPRENE JACKETED PORTABLE CABLE 


CRESCENT 
SYNTHOL 
WIRES AND CABLES: 


FOR LONG SERVICE 
UNDER DIFFICULT CONDITIONS 


* SERVICE ENTRANCE CABLE 


SYNTHOL TYPE SN 
SMALL DIAMETER BUILDING WIRE 


is inherently moisture resistant, flame retarding, oil, chemical and 
sun proof. It has the smallest outside diameter for a given 


S2tavVvV9D AVMAUUVA GNYV awz 


copper size, permitting more conductors in a given size conduit, 


is easy to fish, clean-stripping, SAFE and PERMANENT. 


SYNTHOL Machine Tool and Control 
WIRES AND CABLES 


The desirable characteristics of SYNTHOL insulation mentioned 
above are available in a wide range of sizes and number of 
conductors in permanently brilliant colors which are completely 
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oil proof. 


CRESCENT INSULATED WIRE & CABLE CO. 


CRESCENT 


WIRE and CABLE 


Factory: TRENTON, N. J.— Stocks in Principal Cities 


MORED CABLE - RUBBER POWER CABLES - VARNISHED CAMBRIC CABLE 


S2tav9 auvogdiIins 


4 WELDING CABLES 
nm 
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CLEVELANDS ‘ 


Lowest In: Trenching Cost 








THE CLEVELAND TRENCHER oe PANY 


LEVELAND 17, OH! 


nd — ome 
NG 4 NC A 
‘QP 20100 ST. CLAIR AVE ST Ad 


“CLEVELANDS’ Save More. 


sneer of the Small Trencher 


- Because sis Do More 
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A transformer blaze must be stopped in a very few 
seconds — before spreading flames and explosions wreck 
the entire installation. That’s why so many utilities 
protect oil-filled equipment with a... 


GRINNELL MULSIFYRE SYSTEM 


Mulsifyre Systems operate on the princi- 
ple of emulsifying blazing oil with a driving 
spray of water. The oil is turned into a 
liquid which is incapable of burning. A 
Mulsifyre System extinguishes fire in a few 
seconds and prevents reignition. 

Complete separation of water and oil takes 
place in a few hours...leaves oil undamaged. 

There is absolutely no conductivity along 
the discharge of a Mulsifyre projector when 


spray strikes conductors carrying high 
voltages. 

Mulsifyre Systems are permanently in- 
stalled...they operate automatically or 
manually. 

Recommended by Underwriters’ Labora- 
tories for use in extinguishing fires in flam- 
mable oils immiscible with water, wherever 
such oil is a fire hazard ... in transformers 
and other oil-filled electrical equipment. 


INVESTIGATE this simple, sure oil 
fire protection. Write for Data Book 
by Underwriters’ Laboratories. 
Grinnell Company, Inc., 
Executive Offices, 
Providence 1, Rhode Island. 
Branch offices in principal cities. 
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Transite Coffduit saves on labor and material, for it is so 
strong it needs no protective casing. It maintains its 
strength and true form under heavy earth loads and 
» effectively resists soil 


traffic pressure. Can’t rot . . 
corrosion, smoke and fumes. 


B for Use 








With 
Protective 
Casing... 
Transtie Korduct is thinner walled, lower priced, other- 
wise identical with Transite Conduit. Its long lengths 


mean fewer joints, fewer spacers. And its unusually 
high rate of heat dissipation lowers cable operating tem- 


peratures, boosts system capacity. 


1, Minimize fire hazard—Transite Ducts can- 
not burn because they are made of asbestos 
and cement. ‘They will not contribute to the 
formation of explosive or combustible gases. 


2. Eliminate electrolysis problem— Inor- 
ganic and non-metallic, Transite Ducts can 
never be affected by electrolytic action. 

3. Make cable pulls easy—'lhe smooth 
bore of Transite Ducts speeds up cable 
installation. Because the ducts stay smooth 
in service, cables can be removed and re- 


Johns-Manville SITE 
lrawsi7Te Ducrs mS 
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BOTH THESE DUCTS PROVIDE THESE ADVANTAGES AS WELL: -- 


placed at any time with virtually no dam- 
age to sheathing. 


4. Save time on installation—Light in 
weight, supplied in long lengths, Transite 
Ducts are so easy to assemble that only 
the minimum of time and 

expense is required for 

any job. Write for Data 

Book DS-410, Johns- 

Manville, 22 E. 40th St., 

New York 16, N. Y.° 


TRANSITE KORDUCT— 
































PART OF 

THE RECORD 
OFA 

28-YEAR OLD 
TRIDENT METER 








Your Trident representa- 
tive, with knowledge gained 


by many years as a meter 
ez Ads specialist serving Water 


Works in his territory, is 


prepared to assist you in 
helfe You matters of 


... testing and repair 


methods 
plan Your ... record forms 


. . meter shop layout 


WY, : . . tools required 
Cer 


and in other matters of 


meter shop practice related 

Vestiu to the more efficient and 

Y profitable operation of your 

Meter Department. Even a 

2, Department operating only a 

COGram hundred meters or so is not 

too small to profit by Trident 
Service. 














NEPTUNE METER COMPANY ¢ 50 West 50th Street ¢ New York 20, N. Y. 
Branch Offices in CHICAGO. SAN FRANCISCO. LOS ANGELES, PORTLAND, ORE.. 
DENVER. DALLAS. KANSAS CITY. LOUISVILLE. ATLANTA, BOSTON. 

Neptune Meters. Ltd.. Long Branch, Ont., Canada 
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Suddenly, a pack of sleek, hungry hunters hurtle out 
of the sun and pounce on their favorite prey—the 
Luftwaffe. They’re the newest American fighter 
planes. Piloted by the best fighters in the world, 
they’re as fast as lightning and as deadly as cobras... 
they hit like thunderbolts and fight like wildcats. 


Such planes are the result of the miracles worked by 

American industry. They are now going out to every 

fighting front . . . a vivid testimonial to the produc- 
IN PLANTS OF ALL TYPES tion achievement that has made them possible. 


TODD BURNERS The fighter plane was perhaps the toughest nut to 
ARE WORKING FOR VICTORY crack. But all along the line... tanks, ships, guns, 
Wherever trouble-free, depend- bombers... there were knotty problems that were 
able combustion of liquid and straightened out, overcome, because of the skill and 


gaseous fuels is a necessity... ° ° . 
on lncid Ge site 3 5 Gud Maemecs the will of American industry. 


are delivering unsurpassed per- 
ccna in the production of TODD SHIPYARDS CORPORATION 
eat and power. (COMBUSTION EQUIPMENT DIVISION) 
601 West 26th Street, New York 1, N. Y. 
NEW YORK BROOKLYN HOBOKEN BARBER, N. J. 
L GALVESTON HOUSTON MOBILE 


LOS ANGELES SAN FRANCISCO 
SEATTLE TACOMA BUENOS AIRES LONDON 


TODD BURNERS * * ON THE FIRING LINE OF AMERICA’S: WAR PRODUCTION FRONT 4 
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“If a line’s worth [agua 


it’s worth building 


The armor rods being installed here, 
for example, are classed as “right” by 
men who know. All power line con- 
ductors have a tendency to vibrate 
under certain conditions. Armor rods 
offer protection against fatigue result- 
ing from vibration. They also protect 
conductors against flashovers, as well 
as against wear at points of support. 

Armor rods are but one of a number 


April 27, 1944 


Le 














of recommendations that Alcoa engi- 
neers may suggest for maintaining the 
maximum reliability of a power line. If 
you are planning authorized extensions 
to existing power lines for war-industry 
purposes, or wish to improve old con- 
struction, let us help you through our 
Alcoa Engineering service. Write 
ALUMINUM COMPANY OF AMERICA, 
2134 Gulf Bldg., Pittsburgh 19, Penna. 
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Stripped of wings, gun turret, engines and machine gun, this R.C.A.F. bomber is on its way to a repair depot. 


Ahead lies 14 miles of wilderness. 


RCAF 
—with 


Now it can be told . . . the story of the 
toughest aircraft salvage job ever at- 
tempted by the Eastern Command of the 
Royal Canadian Air Force in cooperation 
with detachments of the Canadian Army. 

It’s the story of an R. C. A. F. bomber 
that crash landed, with crew uninjured, 
on the ice of a Nova Scotian lake and the 
construction of a 14-mile road through 
forest and dense underbrush to get the 
bomber out. Today the bomber flies 
again. 


The job of getting the bomber off the 
thawing ice, dismantling it, and building 


INTERNATIONAL HARVESTER 


180 North Michigan Avenue 


Salvages 
INTERNATIONAL Power 


The “prime mover” on this job is the rugged International TracTracTor. 


the Bomber 


the road took a large crew five weeks to 
complete, but it was worth it. And when 
the day came to start pulling the bomber 
out, an International TracTracTor fur- 
nished the towing power over the tem- 
porary road. 


Bomber salvage . . . road building... 
dirt-moving. They are all a part of the 
work of International TracTracTors in 
wartime, convincing proof that these ver- 
satile crawlers have the stamina and built- 
in performance you want, now and post- 
war. 


COMPANY 


Chicago 1, Illinois 


INTERNATIONAL POWER 
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DU S T—UNDER CONTROL 


Dust is a natural nuisance, ever present throughout a 
changing universe where forces of disintegration and de- 
struction somehow intermingle with constructive processes, 
striking a balance to perpetuate our world in spite of the: 
‘to dust returneth” pronouncement on all animate and 
inanimate things. 


lf it were possible to make a complete analysis of every 
minute particle in a handful of city dust, we would likely 
find traces of all,the elements in varying proportions, and 
no small number of disease bearing bacteria, including 
many corrosive substances. If it were also possible to trace 
the source of each particle, it would present a series of 
pictures to challenge the imagination. 


Whatever else may be said of dust, in this instance we are 
concerned with its effect upon electrical contacting sur- 
faces. When dust is present, the efficiency of the contacts 
is impaired and the life of their usefulness is shortened. 
Where the dust is eliminated as in the case of a Mercoid 
hermeticalfy sealed mercury switch, the contacting sur- 
faces are always constant in their efficiency and the life of 
the switch is prolonged indefinitely. 


Mercoid Controls have an advantage, because they are 
equipped exclusively with Mercoid DUST-PROOF switches 
—hence the assurance of better control performance, 
longer control life and greater economy in control value, 
regardless of costs. 


THE MERCOID CORPORATION ¢ 4213 BELMONT AVE. * CHICAGO, IIL. 
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: Maximum HS 
removal per Ib. 
a ios of Oxidel 


JOHN DAVEY 
= @ Lavino Activated Oxide is 


Founder of Tree Surgery 
made specifically for maximum sulphur re- 


moval...is not just a “satisfactory” purifying 
medium merely by virtue of-incidental 


’s Cobkin’ 
What s oo in ? properties, but is made especially for maximum 


capacity and activity, maximum trace removal 
and shock resistance. As such, we do not believe 


Building good will is like cooking. 
- you will find Lavino Activated Oxide has 
It has to be continued day after any close rival — comparing cost, comparing 


day. And like cooking it may vary performance and comparing savings 

in quality. You may be sure of We'll be glad to tell youall about its remarkable 

building good will with Davey men record; just write a note on your letterhead to 
E. J. Lavino and Company 


Always Use Dependable Davey Service =< Ty 
A <a Ss 4 i 152 Ww nut t 
i 7 * re - 528 alnut St. 


ERT CO. KENT, OHIO 
DAVEY TREE EXP Philadelphia 
y/ 


DAVEY TREE SERVICE || ‘Q\CerneoZaueeem 


MODERN METERING 


THE cooperation of the electric utility 
stry with the watthour meter manufacturers 
kept the design and development of the 

rn watthour meter well ahead of meter- 
ements. Thanks to this cooperative 
ur meters will again play their 


m3 


SANGAMO ELECTRIC COMPANY 
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Gates—Intake, Sluiceway and Spillway 
Hydraulic Turbines—Francis and Propeller Types 


Rack Rakes 


Trash Racks 
Valves—Pipe Line and Penstock 


NEWPORT NEWS SHIPBUILDING 
AND DRY DOCK COMPANY 


NEWPORT NEWS, VIRGINIA 
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Kinnear Rolling Doors give you the 
protection you need at doorways to 
safeguard vital war production plus 
the door efficiency you need to help 
keep production rolling at top speed. 
Their interlocking-slat 
struction (Kinnear originated it) pro- 


famous con- 
vides strong, durable, lasting protec- 
tion against fire, riot, theft, sabotage, 
wind, weather and accidental damage. 
And they aid production by saving 


A 
ALSO 
SS Block 


SS 


SABOTEURS 


space, time and labor —they open 
upward, smoothly and easily; they 
coil compactly out of the way right 
above the doorway; they permit full 
use of all floor, wall and ceiling space 
at all times; and their operation is 
never obstructed by nearby objects. 
Give your. plant—and your produc- 
tion—these proved advantages. Install 
Kinnear Rolling Doors now. Any size, 
motor or manual control. 


You'll also find valuable extra protection in Kinnear Rolling Fire 
Doors and Window Shutters. They're approved and labeled by the 
Underwriter’s Laboratories! Write for complete data. The Kinnear 
Manufacturing Company, 2060-80 Fields Avenue, Columbus, Ohio. 
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pee? 


: FOR REASONS OF SECURITY we cannot tell you how many of the 


OTORS cud 
ENERATORS 


tough fighters in Uncle Sam’s submarine navy have been and a 
being electrically powered by Elliott. But there are far too ma 


. for the peace of mind of Emperor Hirohito and his staff, viewi 


with trepidation his fast-shrinking maritime and naval resource 


For years now, U.-S. naval officers and inspectors have been 
home in the Elliott plants, working with our engineers, inspecti 
step by step Elliott production, checking on finished equipme 
Many of the results of this close cooperation have been express 
in periscope views of a highly pleasing ‘nature, and in awards 
commanders and crews of U. S. subs. 


Elliott motors, generators and related equipment, successful 
passing the test of war, may be expected to pass any possible t¢ 
of industry. If you have a motor or generator job which calls f 
the utmost in service, talk it over with the Elliott engineers. 


ELLIOTT COMPANY 
Electric Power Dept., RIDGWAY, PA. 
DISTRICT OFFICES IN PRINCIPAL CITIES 


STEAM TURBINES” e GENERATORS ¢ MOTORS 
CONDENSERS e FEEDWATER HEATERS AND DEAERATORS 
STEAM JET EJECTORS ° CENTRIFUGAL BLOWERS 
TURBOCHARGERS FOR DIESEL ENGINES. e TUBE CLEANERS 
STRAINERS ee DESUPERHEATERS ec FILTERS 
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Due to war-time travel restriction, conventions listed are subject to cancellation. 
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q Electric Companies Advertising Program, Copy Group, opens meeting, New York, 
Y., 1944, 











{ American Gas Association, Natural Gas Department, will hold spring conference, 
French Lick, Ind., May 11—13, 1944. 





{ Pennsylvania Electric Association will hold committee meeting, Philadelphia, Pa., 
May 11, 12, 1944, ‘ 





q Indiana. Gas Association will hold meeting, Indianapolis, Ind., May 15, 16, c) 
1944, 





@ May e 





{ Edison Electric Institute starts Technical Committee meetings, Chicago, Ill., 1944. 





{ Pennsylvania Gas Association opens annual meeting, Philadelphia, Pa., 1944. 








Q Indiana Telephone Association starts meeting, Indianapolis, Ind., 1944. 








Q Arkansas Utilities Association will hold convention, Little Rock, Ark., May 15, 16, 
1944, 








{ American Water,Works Association, Montana Section, will hold meeting, Bozeman, 
Mont., 1944. 





{ Pennsylvanian Independent Telephone Association will convene for session, Read- 
ing, Pa., May 18, 19, 4. 





{ Illuminating Sageeeirne Society will hold Great Lakes regional meeting, Cincinnati, 
Ohio, May 20, 





§ National Fire Protection Association opens session, Philadelphia, Pa., 1944. ) 





7 
bee York State Telephone Association will hold meeting, Syracuse, N. Y., May 24, 
5, 1944, 











§ Southeastern. Electric Exchange starts conference, Atlanta, Ga., 1944. 
4 Pacific Coast Electrical Asso. opens sectional meeting, San Francisco, Cal., 1944. 
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From Elsie Hofaer, N.Y. 
Eastern Grade Williamsburg 
By Frederick K. Detwiller 
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Does Hope Case Mean Direct 


Approach to “Fair Return’? 


ParT I 


In this article the author notes how the release of rate regulation from 
the bonds of Smyth v. Ames opens the way for a direct approach to 
the problem of required return—as an end in itself—under principles 
long enunciated by the Supreme Court and specifically approved in the 
Hope Case. In a succeeding article certain concrete suggestions will be 
outlined looking toward the practical application of direct “return” 
determination methods in rate proceedings. 


By CARL I. WHEAT 


the United States Supreme 


‘ LTHOUGH but recently announced 
Court’s decision in the Hope 


Eprtor’s Note.—“The Direct Approach to 
the Fair Return Question” was the subject of 
two informative articles by Paul B. Coffman, 
vice president of Standard & Poor’s vg a 
tion, published in Pustic Urtitities Fort- 
NIGHTLY, Vol. XXX, Nos. 5 and 6, pp. 277 and 
350, Aug. 27 and Sept. 10, 1942. The present 
article considers the problem outlined by Mr. 
Coffman in the light of the recent decision of 
the Supreme Court in the Hope Natural Gas 
Company Case. (In this connection, see also 
“A New Approach to Regulation” by Walter J. 
Herrman in Telephone Engineer, June, 1942.) 


531 


Natural Gas Company Case’ has al- 
ready invoked sundry critiques in the 
professional press.* Depending on 
individual viewpoints, it has either 
been hailed as a Magna Charta of rate 


1 Federal Power Commission v. Hope Nat. 
cos Co. (1944) 51 PUR(NS) 193, 64 S Ct 


2See, for example, “Effect of the Hope 
Natural Gas Case on the Future of Rate 
Regulation,” by Gregory Hankin, and “Impact 
of the Hope Natural Gas Decision on Com- 
mission Regulation,” by Francis X. Welch, 
in Pusiic UTILit1Es FortNIGHTLY, Vol. XXX- 
III, No. 3, pp. 135 and 139, Feb. 3, 1944. 
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regulation, or viewed as a ball and 
chain around the ankles of the public 
utility industry. Even the daily papers 
have termed it a cause célébre, and 
henceforth every case book on admin- 
istrative law will doubtless incorporate 
this decision—or, rather, this mélange 
of decisions, for no less than five sepa- 
rate opinions emanated from the eight 
participating Justices. 

Unquestionably, the Hope Case will 
long be cited as a “leading case” in its 
field. 


| i acwnnnerseid a welter of minor 
issues, the court’s views on the 
principal regulatory problem involved 
in the proceeding may apparently be 
expressed quite simply. Stripped of its 
verbiage, this essential ruling seems to 
be that in a public utility rate case the 
Federal Constitution will no longer be 
deemed to require the rate-making 
body to follow the complicated, expen- 
sive, and time-consuming ritual of so- 
called ‘“‘valuation” prescribed by Smyth 
v. Ames—or, for that matter, any 
other particular ritual or formula—in 
arriving at its rate order. Coupled with 
this freeing of the administrative 
process from ritualistic mechanics is 
the conclusion that henceforth, so far 
as Federal constitutional requirements 
are concerned, the courts will be ex- 
pected to look primarily at the “result” 
of a rate order and to resolve the issue 
of the order’s lawfulness upon the 
“reasonableness” of that result, with- 
out—as in the past—according con- 
trolling weight to particular means or 
methods by which it was reached by 
the primary rate-fixing body. This, 
said the majority Justices, was what 
they had done in the Hope Case, and 
this is the approach which they enjoin. 
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HE “rule of reason” at last! Vas 

new freedom for the administra. 
tors! The gates are down! Now they 
may gambol in new pasturelands, un. 
fenced and unmuzzled! At least, this 
seems to be the impression some have 
gained. 

The plain trend of judicial thinking, 
however, had long disclosed that ulti- 
mate authority would one day remove 
from rate making the artificial barriers 
of Smyth v. Ames. And, obviously, the 
“result” must be the essential element 
in any rate proceeding, whether it be 
reached by reason and well-founded 
logic or by hocus-pocus. For the ulti- 
mate aim of rate making is always a 
dollar figure of allowable future earn- 
ings, and this dollar figure is the “re- 
sult” in question. The prime issue aris- 
ing out of the Hope decision, therefore, 
is whether in seeking that dollar figure 
the rate makers are in fact to be as free 
to do as they choose as some com- 
mentators seem to imagine, or whether 
there still exist boundaries of law and 
logic which they must observe. 

The answer revolves around the 
scope and significance of the word 
“reasonable,” as the majority Justices 
have here used it. Doubtless even they 
would recoil from approving as “rea- 
sonable” a rate order based solely upon 
and without more reason than a cast of 
dice, or on the proportion of Irishmen 
in the hearing room on a given day. 
Certainly, the mere color of a witness’ 
eyes, or any other similarly extraneous 
criterion, could hardly be deemed a 
proper gauge of “reasonableness.” For 
even if the “rule of reason” deals only 
with the result in such a proceeding, 
that result—that dollar figure—must 
have some logical support. There must 
be some measure of reasonableness 


532 





DOES HOPE CASE MEAN DIRECT APPROACH TO “FAIR RETURN”? 


even under the new freedom. Instinct 
is not yet the only guide, nor is it to 
be thought that a mere “decree” of 
rates, without a hearing or without any 
relevant facts, would be sustained un- 
der this decision. 

Indeed, the majority Justices have 
themselves suggested the persistence of 
at least a vestigial remnant of due 
process in their remarks on the sub- 
ject of burden of proof. The doctrine 
that the burden in such a case is upon 
the utility is not new, but the very 
warmth of language with which it is 
here maintained can only signify that 
every reasonable opportunity to meet 
this obligation must be fairly accorded. 
For with the burden goes the correla- 
tive right to attempt to sustain it. Due 
process could hardly import a lesser 
implication, and the fundamental issue 
therefore revolves around the nature 
of the testimony by which this burden 
may appropriately be met. The resolu- 
tion of that issue involves and defines 
the measure by which the reasonable- 
ness of the result in such a case must 
be judged. 


Beguaese of the minority Justices 
in the Hope Case complained with 
some vehemence that no such measure 
of reasonableness was expounded by 
the majority, and it must be admitted 
that the majority made no effort to 
set up a calendar of rules upon this 


subject. However, a careful reading 
of their opinion discloses much more 
than a hint of certain economic criteria 
which seem not only to have been 
recognized by these Justices as per- 
tinent, but in fact to have been deemed 
by them controlling. Thus, instead of 
leaving their judgment as to “reason- 
ableness” wholly undefined, the ma- 
jority significantly remarked upon the 
fact that the company whose rates were 
at issue is a wholly owned subsidiary 
of the Standard Oil Company of New 
Jersey; that it has no securities out- 
standing save common stock, all owned 
by the parent ; and that it had accumu- © 
lated a large earned surplus despite 
high annual dividends on the capital 
invested in the enterprise. 

The court likewise adverted to the 
fact that in this proceeding. the rate- 
making body had “stressed the impor- 
tance of maintaining the financial in- 
tegrity of the company”; that it had 
considered the company’s financial his- 
tory; and that it had had before it “a 
vast array of data bearing on the nat- 
ural gas industry, related businesses, 
and general economic conditions.” 
Yields of natural gas company bonds 
had been examined, and the commis- 
sion had held this company to be “a 
seasoned enterprise whose risks have 
been minimized” by adequate provision 
for the items of depletion and deprecia- 
tion. 


e 


a somewhat fixed per cent, and since with few exceptions 


q “SnceE the ‘rate of return’ to be used was more often than not 


prices have been on the upgrade over an extended period, 
the argument has usually simmered down to a controversy 
between the ‘reproduction cost’ advocates, on the one hand, 
and the ‘original cost’ or ‘prudent investment’ advocates on 


the other.” 
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HE commission had also found 

that this company enjoys “pro- 
tected established markets” in “popu- 
lous and industrialized areas,” and 
that it controls a reasonable local sup- 
ply of gas which it can supplement in 
the future from more distant sources. 
Finally, the court mentioned with evi- 
dent approval the commission’s con- 
clusion that “the company’s efficient 
management, established markets, fi- 
nancial record, affiliations, and its 
prospective business, place it in a strong 
position to attract capital upon favor- 
able terms when it is required.” Under 
these circumstances, said the majority 
Justices, the dollar figure of allowable 
earnings fixed by the Federal Power 
Commission did not seem to them “un- 
reasonable.” 


Apparently here is the key to this 
new “rule of reason.” The high court 
has indeed unfettered the administra- 
tive process from old ritualistic bonds, 
but at the same time it has plainly 
recognized that there are certain eco- 
nomic factors which necessarily under- 
lie effective rate making. On the one 
hand, the process has been freed from 
the hocus-pocus of particular formulae 
in the development of so-called “rate 
base.” 


“ih a the other hand, responsibility 
for considering the economic 
criteria surrounding such a company’s 
operations, as factors bearing upon 
the issue of “reasonableness of re- 
sult,” seems to have been placed 
squarely upon the rate makers. Hence- 
forth the basic issue must be the 
nature and import of the pertinent 
economic criteria, rather than whether 
the administrators have followed some 
particular set course or have used cer- 
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tain mystic words in reaching their 
conclusions. When so viewed, the de- 
cision in the Hope Case assumes a 
vastly more important place in the 
evolution of American administrative 
jurisprudence than it could possibly 
enjoy were it deemed merely a death 
knell for Smyth v. Ames. And when 
it is so considered, this decision points 
the way to a true “rule of reason” in 
this field—a “rule of reason” toward 
which both courts and commissions 
have long been groping. 


HE problem, therefore, is not 
whether there still exist rules of 
law or logic in rate regulation, but 
what those rules are. It is worth re- 
calling in this connection that recog- 
nition of the import of economic 
factors as elements underlying any 
truly reasonable determination of 
properly allowable utility earnings 
is neither new nor unexpected, The 
Supreme Court long since pointed 
out that the fundamental rate-making 
criterion must be earnings sufficient to 
assure the company’s financial integrity 
and an adequate credit position. Thus, 
the court said in such a proceeding: 
The return should be reasonably sufficient 
to assure confidence in the financial sound- 
ness of the utility and should be adequate, 
under efficient and economical management, 
to maintain and support its credit and enable 
it to raise the money necessary for the proper 
discharge of its public duties.8 
And in one of his most celebrated 
opinions the late Mr. Justice Brandeis 


8 Bluefield Water Works & Improv. Co. v. 
West Virginia Pub. Service Commission, 262 
US 679, PUR 1923 D 11, 21. The quoted ad- 
monition is coupled with the assertion that the 
return to which a public utility is entitled 
should be “equal to that generally being made 
at the same time and in the same general part 
of the country on investments in other busi- 
ness undertakings which are attended by cor- 
responding risks and uncertainties.” 
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Rate Base Times Rate of Return Method 


“... the multiplication of a given rate base of whatever type by a per- 
centage rate of return merely thought up in a judge’s head could never, 
save by accident, even approximate the proper figure of true required 
return. Moreover, the economic forces surrounding any given enterprise 
are in a constant state of flux. They impinge differently upon the same 
company at different times; they affect different companies differently 
at the same time; and their ebb and flow is differently reflected by differ- 
ent companies as time passes.” 





indicated how the “reasonableness” of 
such a “return” could be measured, 
when he declared that the “costs” which 
must be matched by a utility’s earn- 
ings, if it is to continue in business and 
properly serve its patrons, include not 
only operating expenses but “capital 
charges.” These the learned Justice de- 
fined as covering “the allowance, by 
way of interest, for the use of the capi- 
tal, whatever the nature of the security 
issues therefor, the allowance for risk 
incurred, and enough more to attract 
capital.’’* 


8 the Hope decision, the majority 
Justices took particular pains to 
stress the same principle. Specifically, 
they remarked that the fixing of “just 
and reasonable rates” involves a bal- 


“Brandeis, concurring in Missouri ex rel. 


Southwestern Bell Teleph. Co. v. Public Serv- 
ag gene 262 US 276, 291, PUR 1923 
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ancing of investor and consumer in- 
terests. Though regulation offers no 
guaranty of earnings to the regulated 
entity, the investor interest, said they, 
“has a legitimate interest in the finan- 
cial integrity of the company whose 
rates are being regulated.” And they 
continue : 


From the investor or company point of 
view it is important that there be enough 
revenue not only for operating expenses but 
also for the capital costs of the business. 
These include service on the debt and divi- 
dends on the stock. Cf. Chicago & G. T. R. 
Co. v. Wellman (1892) 143 US 339, 345, 
346, 36 L ed 176. By that standard the re- 
turn to the equity owner should be com- 
mensurate with returns on investments and 
other enterprises having corresponding risks. 
That return, moreover, should be sufficient 
to assure confidence in the financial integrity 
of the enterprise, so as to maintain its credit 
and to attract capital. (Citing Brandeis’ 
opinion in the case above mentioned.) 51 
PUR(NS) 193, 200. 


The practical problem is, of course, 
to find appropriate ways and means to 
ascertain the facts pertinent to these 
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issues. For the facts upon which alone 
an informed judgment may be rested 
in this complex field of finance and 
economics must depend on objective 
research. They are facts of the outside 
world and cannot be derived by mere 
subjective, a priori reasoning in the 
heads of the administrators. 

It seems probable that specific defini- 
tion of individual rules was deemed 
unnecessary in the Hope Case because 
of the nature of the economic circum- 
stances there outlined by the majority 
Justices. Rates which produce a loss 
are obviously inadequate, in a normal 
service operation, regardless of rate 
base, depreciation, capitalization, or 
whatnot. Conversely, rates which ob- 
viously afford earnings ample to as- 
sure a company’s financial stability may 
be adjudged “reasonable” without 
meticulous scrutiny of the measures of 
reasonableness. Apparently the court 
felt that such a situation was before it 
in the Hope Case. It is in the instance 
which presents no such extremes, how- 
ever, that detailed study of these eco- 
nomic factors becomes important. 


N the past the expressions of the 

Supreme Court with respect to eco- 
nomic measures of “return” were so 
tied into the ritual of ‘“‘valuation” and 
the indirect methods of a “fair return” 
on a “rate base” that they could not 
readily be sought as ends in themselves. 
The importance of the Hope decision 
is that the court’s recognition of these 
economic factors is in that case coupled 
with a release of the administrative 
process from the necessity of setting 
up (or “finding” any particular type 
of “rate base’—or, for that matter, 
from the necessity of using a “rate 
base” at all, in arriving at the desired 
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result, the number of dollars to be al- 
lowed as earnings.* 

The long-drawn-out legalistic brawls 
so characteristic of orthodox rate mak- 
ing, and the innumerable difficulties 
which have always surrounded that 
process, were natural consequences of 
the method itself—a procedure which 
sought to multiply a figure on which 
none could agree (“fair value’) by an- 
other of which little, if anything, was 
known (“fair return”), in order to de- 
termine allowable earnings under “rea- 
sonable rates.” A more unrealistic 
method could hardly have been de- 
vised. Now, however, for the first 
time, those who guide this adminis- 
trative process may openly and without 
fear of reversal look to the ultimate 
dollar figure of “return,” as an end in 
itself, rather than having to go through 
the unprofitable and incongruous ritual 
of establishing a so-called ‘fair value” 
or “rate base” and then multiplying it 
by a percentage—a so-called “rate of 
return”—in order by such indirection 
to attempt to reach this very same ulti- 
mate result, the dollar figure of “re- 
turn.” This is the new freedom af- 
forded by the Hope Case. Now the 
way is opened for the direct approach, 
and for the objective and realistic con- 
sideration of “return” as a dollar fig- 
ure and as the prime goal of rate mak- 
ing. An immense step forward has in- 
deed been taken. 


alo since Smyth v. Ames first ap- 
peared on the books, with its re- 


& This does not mean that consistency and 
reasonableness in the relationship between 
property values and book values are to be 
overlooked. In this connection a determina- 
tion of “investment” is often useful, and 
may be necessary in order to ascertain the 
propriety of a given capital structure, 
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quirement of “a fair return on fair 
value,” and its dubious catalogue of 
elements which the court indicated as 
having significance in arriving at “fair 
value,” long. and heated arguments 
over the “rate base” have served effec- 
tively to obscure this ultimate issue of 
the required “return,” though that fig- 
ure alone is the end result to be deter- 
mined. Company representatives have 
frequently urged a high rate base, in 
the apparent hope that, no matter how 
high it were forced, the same percent- 
age “rate of return” would be applied 
to it as would be applied to a lower 
“valuation,” their expectation being 
that the rates, when fixed, would thus 
be higher than would be the case with 
a lower rate base. 

On the other hand, commissioners 
and commission personnel have often 
sought a low rate base for similar but 
opposite reasons. Since the “rate of 
return” to be used was more often than 
not a somewhat fixed per cent, and 
since with few exceptions prices have 
been on the upgrade over an extended 
period, the argument has usually sim- 
mered down to a controversy between 
the “reproduction cost” advocates, on 
the one hand, and the “original cost” 
or “prudent investment” advocates on 
the other. On this issue, for many 
years, the battle lines were drawn, and 
this secondary issue of so-called “‘fair 
value” thus overshadowed all others in 
rate making. 


OWEVER, since the ultimate aim 

of the rate-fixing process must 
always be the determination of a prop- 
er dollar figure of allowable earnings 
consistent with the economic needs of 
the utility under consideration, the use 
of the mechanism of “rate base” (or 
“fair value”) times a “fair rate of re- 
turn” has all along been ill-calculated 
to aid the administrators. It has inter- 
posed wasteful, expensive, cumber- 
some, and indirect processes for the di- 
rect approach. All too frequently, so 
much energy was expended in quarrel- 
ing over the rate base that the mathe- 
matically far more important element 
of rate of return was given scant at- 
tention.® It is not too much to say that 
in most instances this latter element 


6 The preéminent import of the rate of re- 
turn element is disclosed by the fact that a 
variation of but one per cent in allowed rate 
of return upon a given rate base is equivalent 
(in the end result of “return”) to much greater 
variation in the rate base. Thus, such a varia- 
tion on a rate base of $100,000,000 represents 
a difference of $1,000,000 in the return, and, 
therefore, in the charges to be made against 
the ratepayers. On a 7 per cent rate of return 
basis this difference is equivalent to a variation 
of no less than $14,000,000 in rate base. In 
other words, it would take an increase (or a 
decrease) of $14,000,000 in the rate base to be 
equivalent to a one per cent variation in such 
a rate of return. Yet rates of return have fre- 
quently been moved up or down by regulatory 
bodies by mere strokes of the pen, and with lit- 
tle or no really objective evidence on which to 
base the change, while many days of argument 
and testimony have often been devoted to 
items of rate base having vastly less impact 
upon the rates finally fixed in the proceeding 
than would such a seemingly slight change in 
the allowed rate of return. 


e 


“... the use of rate base times rate of return mechanics finds 
hard going, on any logical basis, where the investment ts so 
relatively low in comparison with revenues as is the case with 
the air transport companies. Only the direct approach to re- 
turn can seemingly find logical support in respect to such 
concerns.” 
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has been plucked almost wholly from 
the air by a subjective process of a 
priori reasoning, and that such efforts 
at soothsaying have frequently marred 
otherwise sincere endeavors on the 
part of regulatory agencies. 

Since the facts on which must rest 
any reasoned judgment of required re- 
turn, in the economic sense, are facts 
existing in the outside world, they can- 
not be developed in the hearing room 
or in the commission’s sanctum by 
any amount of mere “thinking,” even 
by the most erudite of administra- 
tors. 

Therefore, the multiplication of 
a given rate base of whatever type 
by a percentage rate of return merely 
thought up in a judge’s head could 
never, save by accident, even approxi- 
mate the proper figure of true required 
return. Moreover, the economic forces 
surrounding any given enterprise are in 
a constant state of flux. They impinge 
differently upon the same company at 
different times; they affect different 
companies differently at the same time; 
and their ebb and flow is differently re- 
flected by different companies as time 
passes. If the rate base times rate of re- 
turn method is adopted, at least one of 
the elements must therefore be a vari- 
able, else the restless tides of these eco- 
nomic forces will fail of adequate re- 
flection. 


HE long-continued pressure for 

the use of “reproduction cost” 
(i.e., a variable rate base) resulted at 
least in part from the subjectively de- 
veloped and relatively fixed rates of re- 
turn which many regulatory bodies 
have used. And if the rate base be fixed 
(as when “prudent investment” is 
adopted), the need for a variable rate 
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of return must be recognized.’ The 
direct approach to return,.as an end in 
itself, resolves this difficulty, since the 
economic flux is given direct reflection 
through the development of objective 
data on that very issue, and since no 
mere subjectively derived factor is 
present. For this reason, if for no other, 
the direct approach represents a great 
step forward in the development of the 
regulatory process.® 

Another palpable defect of the rate 
base approach is that the ratio of in- 
vestment to operating revenues varies 
so greatly between different industries, 
Herrman, in the article above cited, re- 
marks that “utility revenues are usual- 
ly quite low in relation to capital. By 
way of contrast, the average utility 
takes in about 15 cents or 20 cents a 
year in gross receipts for each dollar 
invested, whereas a manufacturing 
plant or store may ‘turn its capital’ sev- 
eral times a year, taking in $5 or $10 
of gross revenues for each dollar in- 
vested.” 


7QOddly enough, some rate-fixing bodies 
have essayed to use both a fixed rate base and 
a fixed rate of return, up and down the board, 
It is as if the Federal Power Commission were 
to use the prudent investment rate base for 
all natural gas pipe-line companies, and at the 
same time—and for a period of time—use for 
all such companies the same 6% per cent rate 
of return which it adopted in the Hope Case. 
Such a course of action would entirely dis- 
regard the variation of impact of economic 
forces upon these several enterprises. 

8 Of course, if, for reasons of its own, a 
commission desires to have a “rate base” on 
its books or in a rate decision, no one can ob- 
ject, provided it adopts as the rate of return 
that percentage of such rate base as will, when 
applied to it, result in the dollar figure of re- 
quired return. The fact is that neither a “rate 
base” nor a “rate of retufn’” possesses any 
meaning except in a rate case where so-called 
“classical” methods have been used, and then 
only when multiplied together to derive the 
final figure of required return. These Siamese 
twins of rate making simply have no other 
significance, and under the direct approach to 
return they lose even that. 
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The difference from this view- 
point between an electrical utility and 
an aviation transport company is al- 
most as great, yet the latter is also to- 
day a regulated enterprise. 


} grange the use of rate base 
times rate of return mechanics 
finds hard going, on any logical basis, 
where the investment is so relatively 
low in comparison with revenues as is 
the case with the air transport compa- 
nies. Only the direct approach to re- 
turn can seemingly find logical support 
in respect to such concerns. 

This direct approach demands an 
honest attempt on the part of the ad- 
ministrators to determine the necessary 


facts by wholly objective processes, let- 
ting the chips fall where they may. It 
also requires a change of viewpoint 
from the older concept of what a com- 
pany may be “entitled” to earn, to the 
more pragmatic test of what it “needs” 
to earn—what, in fact, it must earn if 
the proper interests of both consumers 
and investors are to be protected. The 
Hope decision offers the opportunity, 
and certain concrete suggestions in re- 
spect to ways and means of implement- 
ing the administrative process in con- 
nection with this direct approach to re- 
turn—as the prime channel to the 
only appropriate result of rate mak- 
ing—will be outlined in a subsequent 
article. 


(To be concluded in the next issue) 
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ce’ I \HERE are two groups in Congress—one which tolerates 
bureaucracy in government and one which insists that 


this shall be a government of law and not of men. That is the 
controversy and that is the line upon which most of this contro- 
versial legislation is divided. That struggle is going on now. 
It is a struggle which will determine whether the representatives 
of the people in Congress shall make the law under which we 
all must live, or whether in the future we shall live under direc- 
tives and proclamations and orders made by the executive agen- 
cies. That question has to be settled. I think it will be settled in 
this Congress; if not in this one, then in the next one, after the 
people shall once more have had the opportunity to exercise 
their franchise. And I believe when it is settled that government 
by law will prevail over government by men.” 


—James W. Mott, 
U. S. Representative from Oregon. 
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Depreciation in Relation to 
Prudent Investment 


Assuming a definite rate base, the task of finding the 
accrued depreciation to be deducted from original 
cost, declares the author, is formidable. 


By JOHN BAUER 


, \uls article is predicated on two 
propositions : First, a definite ac- 
counting rate base is essential to 

effective rate control of privately or- 

ganized public utilities. Second, such a 

rate base is now available under the 

Supreme Court decision and opinion in 

the Hope Natural Gas Company Case.? 

In my judgment, as in the view of 
many students of public utility regula- 
tion, public control of rates has been 
largely frustrated by the long control- 
ling “fair value” rate base, especially 
the requirement of including substan- 
tial or dominant provisions for repro- 
duction cost. I shall not recount here 
how the legal and procedural involve- 
ments have bedeviled and strangled the 
work of regulation. Nor shall I review 
the sustained struggle for the embodi- 
ment of simple common sense in the 
law for the protection of relative pub- 
lic and private rights. 

_ Briefly, the trouble with the “fair 


1 (1944) 51 PUR(NS) 193, 64 S Ct 281. 
APR. 27, 1944 


value” measurement was (1) its in- 
definiteness and variability, and (2) 
its nonadministrability resulting from 
the difficulties of factual ascertainment 
under the conditions of reproduction 
cost appraisal. What is needed for 
workable regulation is a rate base that 
embodies precise public and private 
rights, and is continuously maintained 
through exact showing of facts by the 
accounts and other records of a com- 
pany. Such a rate base structure makes 
possible systematic control, so that rates 
can be reduced or increased as a mat- 
ter of regular administration—with- 
out prolonged hearings, without con- 
flicts between private and public inter- 
est, and without displacement of regu- 
lation with litigation. 

In the Hope decision the Supreme 
Court definitely unshackled the com- 
missions and all regulatory bodies, and 
now permits them to adopt such meas- 
urements and procedures as will enable 
them to do their job satisfactorily un- 
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der the regulatory statutes. They can 
now discard “fair value” and take 
prudent investment as the rate base. 
This is the standard that was specifical- 
ly at issue. The Federal Power Com- 
mission had ordered a rate reduction 
of over $3,000,000, predicated on pru- 
dent investment. The order was sus- 
tained, and the court made super clear 
that hereafter it would not upset any 
regulatory action unless the end results 
of a case were proven conclusively to 
be unjust. 


Prudent Investment 


y I am urging in this article, 
in the light of the Hope decision, 
is the outright adoption of prudent in- 
vestment for rate-making purposes, as 
employed by FPC both in the Hope and 
its other rate cases, and as supported 
widely by students and writers on regu- 
lation. As thus used, prudent invest- 
ment consists of the original installa- 
tion cost of the properties devoted to 
public service, less their accrued depre- 
ciation’ due to all physical and func- 
tional causes. When once established, 
it would subsequently be maintained 
through regular accounting procedures. 

The big task in establishing such a 
definite rate base appears in the initial 
ascertainment of original cost and ac- 
crued depreciation. The subsequent 
current adjustments for plant addi- 
tions, retirements, and further develop- 
ing depreciation will involve only or- 
dinary accounting. Proper determina- 
tion of the initial figures will require, 
first, clear seeing of what is involved, 
and, second, persistent detailed work. 
This will involve considerable expense, 
but when once carried through it will 
be permanently embodied in the future 
rate base, subject only to accounting 
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for current changes in plant make-up 
and depreciation. 

As to the original cost of the prop- 
erties in service, fortunately much of 
the heavy detailed work has already 
been done. FPC and some of the state 
commissions have required comprehen- 
sive reclassification of utility plant. 
When this work is completed and ex- 
tended to all utilities, the write-ups and 
other plant inflations included in past 
accounting will be eliminated. The ac- 
counts will then present directly the 
reasonable original cost as officially de- 
termined for rate base purposes. Sub- 
sequently, all new plant units as in- 
stalled will be added or charged at cost 
to the appropriate accounts, and corre- 
spondingly all retirements will be de- 
ducted or credited. At any given time 
the original cost will be shown definite- 
ly by the account balances. There will 
be no appraisal, no conflicts of interest, 
and there will be immediate and exact 
ascertainment for the purpose of rate 
adjustment. 


Adjustments for Past Depreciation 


| ee the second part of the initial de- 
terminations, finding the accrued 
depreciation to be deducted from the 


original cost, the task ahead is formi- 


dable. In relatively few instances have 
comprehensive findings been made, or 
do the existing reserves present sub- 
stantially the amount of properly ac- 
crued depreciation in relation to the 
original cost of the properties used in 
service. Often they are woefully inade- 
quate. While many have risen consid- 
erably in recent years through increases 
in the operating charges for deprecia- 
tion, mostly they are still far from-ade- 
quate. 
The requisite undertaking for the 
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commissions is to adjust the reserves in 
conformity with the depreciation that 
actually exists. This will require at the 
outset clear seeing of what is involved, 
plus a lot of work seasoned with prac- 
tical sense. In any instance the adjusted 
reserve should show the extent of the 
original cost of the properties in serv- 
ice that should have been charged off to 
past operating expenses to reflect prop- 
erly the accruing physical and func- 
tional depreciation. The balance of the 
original cost, after the deduction of the 
reserve, would show the net plant costs, 
or prudent investment, applicable to 
future operation. Subsequently, under 
continuous accounting the annual 
charges to operating expenses for cur- 
rently accruing depreciation will be 
added or credited to the reserves, while 
the original cost of properties retired 
will be deducted. The balance of the re- 
serve at any time will present the 
amount of accrued depreciation under 
the accounting standards. 

The job of making the initial depre- 
ciation adjustments will encounter 
greater difficulties and uncertainties 
than the recasting of the plant accounts 
at original cost. While much less de- 
tail of past records is involved, there 
are also much less exact factual data. 
Except for the reserves already shown, 
there are no definite records on which 


q 


e 


to base the determinations. In place of 
records there will be physical inspection 
of the properties and consideration of 
much comparative information, but the 
final result will largely reflect judg. 
ment, not direct factual showing. The 
controlling need is clear-seeing, fair 
and persevering judgment. 


The Factors of Functional 
Depreciation 


nt ascertainment will be labori- 
ous, particularly in regard to the 
functional factors. Physical deprecia- 
tion due to wear and decay can be based 
largely upon inspection and measure- 
ment. But functional depreciation calls 
for a different course of determination. 

Functional depreciation is produced 
by the fact that gradually superior 
plant units become available for service 
as time passes. It reflects for existing 
units not their own independent or in- 
terior deterioration, but their decline of 
serviceability in relation to available 
new and better units. Determination 
thus depends upon comparison of the 
existing with the available. The su- 
periority of the potential fixes the de- 
preciation of the actual. 

The two principal functional factors 
are obsolescence and changes in service 
requirements. Obsolescence takes place 
as technological improvements are de- 


“As to the original cost of the properties in service, for- 
tunately much of the heavy detailed work has already 
been done. FPC and some of the state commissions 


have required comprehensive reclassification of utility plant. 
When this work is completed and extended to all utilities, 
the write-ups and other plant inflations included in past ac- 
counting will be eliminated. The accounts will then present 
directly the reasonable original cost as officially determined 


for rate base purposes.” 
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veloped. It is due to the greater effi- 
ciency and economy of available new 
units. The old decline in comparative 
serviceability, and depreciation accrues 
accordingly as progress advances. At 
any time the depreciation of the old is 
an amount which, when deducted from 
the original cost, leaves:a net sum 
equivalent in furnishing service to the 
cost of the new. The greater efficiency 
or serviceability of the new is offset by 
the reduced capital sum of the old. The 
depreciation deduction produces service 
equality with the new in relation to 
over-all cost of output. 


HE determination thus involves, 

first, comparisons of efficiency be- 
tween the existing and the available new 
plant units, and, second, evaluation of 
the differences into an amount of de- 
preciation which brings the net plant 
cost of the old into equivalence with the 


full cost of the new. Where changes in 
service requirements have been the con- 
trolling cause of depreciation, this also 
involves comparison of the existing 
with available new units. Likewise as to 
any functional factor, the depreciation 
of the existing units is fixed by the su- 
perior serviceability of the available 
new, bringing into economic equiva- 
lence the depreciated net cost of the old 
with the full cost of the new. 

What happens is that with techno- 
logical progress and changes in serv- 
ice requirements, the effective service- 
ability of existing plant units declines 
compared with the most suitable new 
units that have become available. The 
decline combines all elements of rela- 
tive service costs, including economy 
and efficiency, depreciation, and the 
differences in maintenance and operat- 
ing expenses between the old and the 
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new. When all the pertinent factors 
have been taken into account, efficient 
regular operation of the existing plant 
units, with the return predicated on the 
depreciated original costs, will result 
in the same total cost of output per 
unit of service or production as would 
be attained with the use of the superior 
plant units that have become available. 

Under proper accounting, the 
amount of total depreciation as deter- 
mined periodically is charged to oper- 
ating expenses, and credited to the de- 
preciation reserve. This accounting 
process constitutes periodical cost al- 
location between plant or capital ac- 
count and operation. When units are 
retired, their original cost is deducted 
from, or charged to, the reserve. The 
balance of the reserve thus reflects at 
any time the part of the original cost 
of existing units that has already been 
charged off to past operating expenses, 
and the balance of the plant accounts 
less the reserve presents the remain- 
ing plant cost applicable to future op- 
eration. 


Clarity of Concept Essential 


NFORTUNATELY, the concept of 
functional depreciation has never 
received adequate consideration, and 
it has been variously obscured in legal 
and technical discussions. Perhaps the 
chief cause of confusion has been in 
the idea of value decline as constitut- 
ing depreciation, instead of simply 
cost allocation to reflect decrease in 
relative operating usefulness. 

While such decreases involve com- 
parative service factors, their embodi- 
ment in the accounting constitutes 
periodical cost allocation, and has noth- 
ing to do with diminishing value in 
the ordinary economic or commercial 
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Functional Depreciation 


se “arian depreciation due to wear and decay can be based large- 
ly upon inspection and measurement. But functional depre- 
ciation calls for a different course of determination. Functional deprecia- 
tion ts produced by the fact that gradually superior plant units become 
available for service as time passes. It reflects for existing units not 
their own independent or interior deterioration, but their decline of 
serviceability in relation to available new and better units.” 





sense. If there had been throughout 
proper accounting in the past, the pres- 
ent depreciation reserves would fit di- 
rectly the requisites of an accounting 
rate base. But, unfortunately, there 
has been often disgraceful absence of 
adequate depreciation provisions in the 
past. Consequently, initial adjustment 
of reserves is necessary for reasonable 
establishment of the prudent invest- 
ment rate base which is to be main- 
tained in the future through systematic 
accounting. 


| ganse initial determination of de- 
preciation may be confronted with 
past pronouncements by the Supreme 
Court, especially in the famous In- 
dianapolis Water Case decided in 
1926.8 

The opinion by Mr. Justice But- 
ler presented two points which doubt- 


2McCardle v. Indianapolis Water Co. 272 
US 400, PUR1927A 15. 
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less will be paraded by those op- 
posed to the realistic fixing of func- 
tional depreciation as here outlined. In 
his discussion he emphasized, first, the 
necessity of physical inspection rather 
than the use of rules or formuiae, and, 
second, that it is the existing plant, not 
a substitute, that is subject to the de- 
termination. 
Fortunately, what was said in a 
1926 opinion does not control now, 
except as it may serve common sense 
in establishing positive provisions for 
systematic rate control. Naturally in 
making the initial reserve adjustments, 
inspection of the properties is a neces- 
sary task. But this is not limited to 
mere physical examination and meas- 
urements ; it must extend to survey of 
all the factors that produced the exist- 
ing depreciation. It includes studies of 
plant age, records of performance, cost 
of operation and maintenance, and par- 
ticularly comparisons with superior 
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new units that have become available. 
These are the facts subject to observa- 
tion and application, as well as the 
mere physical condition of the property 
units. 


Consideration of Substitute Plant 


S UCH comprehensive inspection leads 
to Judge Butler’s second proposi- 
tion that it is the existing plant, not a 
hypothetical substitute, whose “fair 
value” is to be determined. Suppose we 
say rate base instead of “‘fair value,” 
and I agree, of course, that-we are con- 
cerned with the depreciation of the ex- 
isting plant. It is the amount of net in- 
vestment in the actual plant that must 
be initially ascertained. 

However, acceptance of this obvious 
proposition still requires the considera- 
tion of available substitute units. This 
interrelation is inescapable. The depre- 
ciation of the existing units inevitably 
depends upon comparison with avail- 
able units. This is a fundamental rela- 
tionship that cannot be obliterated by 
any judicial dictum, and it must con- 
trol in the inspections and determina- 
tions essential to the initial reserve ad- 
justments. 


I HAVE emphasized the comparative 
plant factor in the determination of 
functional depreciation because the 
concepts of actual and substitute plant 
have sometimes caused confusion with 
commissions in their finding of ac- 
crued depreciation. For example, dur- 
ing the past year I struggled before 
an unusually enlightened commission, 
but did not succeed in getting it to 
recognize that the cost of the available 
fixes the depreciation of the actual— 
it held that I had departed from pru- 
dent investment and substituted a 
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hypothetical plant in the rate base that 
I presented.* 


Wwe even if I had done what the 
commission charged, that would 
now be permissible provided that the 
end results are not conclusively un- 
just. However, I believe that for effec- 
tive administration there must be an 
exact rate base. While reliance on end 
results looks excellent to me for ju- 
dicial review, satisfactory regulation 
by the commissions requires definite 
standards and procedure. Of course, 
the rate base must be for the actual 
plant, but its depreciation cannot be 
ascertained without consideration of 
available substitutes. This relationship 
controls not only for proper initial ad- 
justment of reserves, but also in mak- 
ing subsequent depreciation charges to 
operating expenses and credits to the 
reserves. 

If anyone disagrees with, or doubts, 
the stated relationship between the ac- 
tual and available plant units, I ask re- 
spectfully, first, do you admit that there 
is such a thing as functional deprecia- 
tion apart from physical wear and de- 
cay? If so, what are the causes? Spe- 
cifically, what produces (1) obsoles- 
cence and (2) shifts in service require- 
ments? Does not the depreciation of 
the actual follow the superiority of the 
available? Can you possibly ascertain 
the functional depreciation of the ex- 
isting plant without comparison of 
serviceability with available units? 


Necessity of Factual Findings 


HE answer, it seems to me, should 
be quite clear to open-minded and 
clear-seeing persons who desire effec- 


8 Re New Haven Water Co. (Conn. 1943) 
49 PUR(NS) 229, 235-240. 


APR. 27, 1944 





PUBLIC UTILITIES FORTNIGHTLY 


tive regulation that is really fair to 
both consumers and investors. To that 
end, the amounts of depreciation along 
with the original cost of the properties 
should be officially determined. 

To rewrite the plant accounts at 
original cost, but to leave the deprecia- 
tion reserves in their present nonfac- 
tual state, would be to do less than a 
half job in establishing proper ac- 
counting and regulation. Whatever the 
perplexities and uncertainties, the es- 
sential task before the commissions is 
to readjust the depreciation reserves in 
accordance with the actual depreciation 
as found. While many approximations 
will have to be made, reasonable 
amounts can nevertheless be ascer- 
tained. Doubts should naturally be re- 
solved in favor of the companies, but 
adequate initial reserves should be es- 
tablished. The results should be taken 
on the books of the companies, and re- 
lated to the rewritten plant accounts, 
and they should stand as official for 
all purposes of regulation. 

When the reserves have once been 
adjusted, subsequently there will be an 
automatic relationship between the 
current or annual charges to operating 
expenses for depreciation and the 
maintenance of the reserves. The an- 
nual charges and credits will reflect al- 
ways the best operating and regulatory 
judgment as to the physical wear and 
decay and the functional decline that 


has taken place during the year. The 
basis of the provisions should be sub- 
ject to periodical reconsideration. If 
experience shows that they have been 
inadequate or excessive, they should be 
duly increased or reduced. Further- 
more, they should reflect positive com- 


Mission approval or order, and should 


be official and binding. 


HE accounts will thus furnish defi- 

nite and continuous rate base de- 
terminations. For any company, at any 
time, the rate base will consist of the 
original cost of the properties as shown 
by the plant accounts, less the accrued 
depreciation as shown by the reserve. 
In addition there will be the item for 
working capital, which also should be 
brought definitely within the regular 
accounting structure. 

In establishing the initial adjustment 
of depreciation reserves, and in pro- 
viding subsequently for further ac- 
cruing depreciation, several questions 
arise as to methods and consequences 
in regard to the relations between pub- 
lic and private rights. The principal 
questions that I have encountered in 
past discussions are as follows: How 
specifically would the annual deprecia- 
tion provisions be measured? What 
consideration to shifts in price level? 
What relation of the reserves to the 
actual depreciation accrued? What 
per cent of the reserve to the original 


e 


controlling cause of depreciation, this also involves compari- 


q “WHERE changes in service requirements have been the 


son of the existing with available new units. Likewise as to 


any functional factor, the depreciation of the existing units 
is fixed by the superior serviceability of the available new, 
bringing into economic equivalence the depreciated net cost 
of the old with the full cost of the new.” 
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cost of the plant in service? How pro- 
vide for extraordinary losses and con- 
tingencies? Would such systematic 
provisions and accounting as outlined 
result in confiscating private rights and 
creating collectivism in the utility in- 
dustries? I shall attempt to answer 
these questions as compactly as possi- 
ble. 


Measurement of Accruing 
Depreciation 


A to accruing depreciation, the basic 
standard is the regular adjust- 
ment of the net plant cost of the actual 
units in service to the cost of superior 
available units, as before outlined. 
However, the practical measurement 
must naturally be formularized so as 
to avoid undue difficulties of ascertain- 
ment from one accounting period to 
another, and to provide manageable 
procedure. 

For the purpose of practical admin- 
istration, the so-called straight-line 
method of measuring periodical depre- 
ciation is probably the most satisfac- 
tory. This allocates the original cost 
of the plant units to operating expenses 
at equal annual amounts during the 
years of their economic service life. It 
involves the fixing of an annual per- 
centage rate for each class of property, 
and then applying the percentages to 
the classified plant accounts. This pro- 
cedure would thus allocate the original 
cost to the operating account during 
the economic lifetime of the various 
plant items. 

The straight-line method requires, 
first, careful consideration of the physi- 
cal and functional factors that pros- 
pectively affect the different classes of 
property. The percentages as fixed will 
naturally reflect judgments, and should 
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be periodically rechecked and modified 
in conformity with developing condi- 
tions. As the operating actualities dis- 
close error in the prior estimates, there 
should be corresponding revision in the 
depreciation rates previously adopted. 


W a the straight-line method 
could not result in exact cost al- 
location in accordance with the rela- 
tive declining serviceability of the dif- 
ferent classes of property, it would 
meet the convenience of regular ad- 
ministration. Furthermore, while for 
some items it might depart materially 
from the curve of diminishing service- 
ability, it would produce averages for 
different property groups which would 
tend to offset each other in regard to 
their differences between the adopted 
depreciation rates and the respective 
functional decline. If the percentages 
are kept under intelligent managerial 
and official scrutiny and are revised as 
actuality furnishes a check on the prior 
estimates, the straight-line method 
doubtless furnishes the best periodical 
measurement of accruing depreciation 
to meet the standards of definite ac- 
counting. 

In line with its basic validity, the 
straight-line method has been exten- 
sively supported by students, and ap- 
proved widely by commissions. It is the 
method adopted by the Federal Power 
Commission, and it was recommended 
recently by a special committee of the 
National Association of Railroad and 
Utilities Commissioners (the so-called 
NARUC depreciation report). This 
publication will doubtless serve exten- 
sively as standard and guide for the 
commissions in passing upon future 
depreciation provisions. 

All in all, I consider the NARUC 
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Proper Depreciation Accounting 


ax 2 ares proper accounting, the amount of total depreciation as 

; determined periodically is charged to operating expenses, and 

credited to the depreciation reserve. This accounting process constitutes 

periodical cost allocation between plant or capital account and operation. 

When units are retired, their original cost is deducted from, or charged 
to, the reserve.” 





report a superb accomplishment. It 
constitutes a milestone of intelligent 
cooperation among commissions. By 
and large, it presents proper standards 
for determining the initial adjustment 
of depreciation reserves and for fixing 
the subsequent accruing depreciation 
as part of a definite accounting rate 
base. However, in considering annual 
depreciation rates, the report places 
primary emphasis upon records of past 
plant retirements, rather than prospec- 
tive functional trends. While past ex- 
perience doubtless furnishes some guide 
for estimating future probabilities, yet 
realistic ascertainment of growing de- 
preciation must be predicated upon the 
physical and functional forces now at 
work and in prospect. With emphasis 
upon the future, the depreciation rates 
once adopted are more subject to sub- 
sequent revision than indicated by the 
NARUC report. 
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Economic Service Life 


URTHERMORE, the NARUC report 

appears to ignore an important 
time factor. Inasmuch as it considers 
primarily past plant retirements, it 
would have a showing of total service 
life substantially in excess of the eco- 
nomic life of the various classes of 
property. 

Total life from date of installation 
to retirement often includes consider- 
able periods when the units have no 
really effective serviceability compared 
with available new ones. They are con- 
tinued merely because they exist, or 
often for their valuation advantages 
under the “fair value” rule. Most util- 
ity properties contain numerous units 
which are completely depreciated, but 
can be justifiably continued in nominal 
service as stand-bys, since they are in 
place and involve merely current main- 
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tenance and care. The moderate addi- 
tional cost is warranted by the inci- 
dental use, but this is not sufficient to 
support also a net capital sum in com- 
parison with superior plant units that 
are available. 

Because of the normal time lag, the 
straight-line depreciation rates should 
be predicated upon the underlying eco- 
nomic life rather than the total lifetime 
up to retirement. The depreciation 
rates as envisioned by the NARUC re- 
port would make inadequate annual 
provisions for depreciation, and so 
would result in reserves which would 
be less than the actually accrued de- 
preciation as determined in relation to 
available new plant units. 

In dealing with past depreciation, or 
the initial adjustment of the reserves, 
the NARUC report would apply retro- 
actively its standards of annual depre- 
ciation. In general, this would be prop- 
er if the economic service life, not the 
retirement life, is taken as the basis of 
determination. However, the report is 
somewhat tender in dealing with situa- 
tions where proper adjustments would 
result in showing accounting deficits 
in the company balance sheets. Doubt- 
less there are a considerable number of 
such instances, and they present a ques- 
tion of important policy—should the 
financial truth be stated or should 
cover-ups be furnished where the facts 
are embarrassing to the managements ? 

I should say present the realities, 
and then adjust the financial structure 
and managerial policies accordingly. 
Otherwise you cannot be equally just 
to consumers and investors. 


Shifts in Price Level 


i ie adopting and revising the depre- 
ciation rates from time to time, 
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what consideration, if any, should be 
given to shifts in price level? The an- 
swer involves two factors. The first is 
the change effected in the economic 
service life, and the second is the dif- 
ferent cost in making replacements. 

As to the first, the economic service 
life would naturally be lengthened or 
shortened as prices rise or fall, particu- 
larly in regard to functional deprecia- 
tion. If prices have risen the greater 
replacement costs would offset partly 
or wholly the functional factors which 
would accrue under stable prices, and 
so would postpone replacement. Con- 
versely, fallen prices would expedite 
replacement. But, these factors of ex- 
tended or shortened service life would 
be offset partly, if not wholly, by the 
second factor, the greater or lower cost 
of replacement. Consequently, while 
substantial shifts in prices might be 
taken into consideration in the periodic 
adjustment of depreciation rates, their 
total effect would probably not pro- 
duce material departures from the 
straight-line depreciation rates as 
predicated on stable prices. 

However, if there should be a con- 
siderable departure, the annual charges 
for depreciation would produce reserve 
accruals greater or less than the orig- 
inal cost of the retirements. This would 
involve a shift from the simple ac- 
counting in regard to original plant 
cost allocations, but it would not affect 
prejudicially the basic relationship be- 
tween investors and consumers. The 
reserve at any time would show the 
provisions that had been made for de- 
preciation and replacement through 
past charges to operating expenses as 
costs paid by consumers, but it would 
not be purely a measurement of orig- 
inal cost allocation for plant in service. 
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I should prefer holding to straight-line 
cost allocations, and then provide for 
replacements according to the prices 
and costs encountered as retirements 
take place. 


Reserve versus Actual 
Depreciation 


I" view of the shifts in apparent 
functional factors and in prices and 
costs, a somewhat abstract question 
arises as to whether the balance sheet 
reserve would show the actual depre- 
ciation of the properties, or whether 
there would be a real difference be- 
tween the two categories. 

In reply I should say, first, that the 
initial adjustment in reserves and the 
subsequent depreciation accounting 
should be predicated on clear realiza- 
tion of the physical and functional 
forces involved. Throughout the pur- 
pose should be to keep the depreciation 
accounting in conformity with the ac- 
tual depreciation as it develops. Sec- 
ond, when the best managerial and 
regulatory judgment has been used 
throughout as outlined, then the ac- 
cruals in the reserve constitute in fact 
the actual depreciation. This is particu- 
larly true if a clear and definite regu- 
latory program has been adopted. If 
so, then at any time the depreciation 


reserve measures officially and legally 
the deduction from the original cost of 
the properties for the determination of 
the rate base. For all regulatory pur- 
poses, especially for the conservation 
of both investor and consumer rights, 
the reserve is the actual depreciation, 
No different amount would be recog- 
nized. 

The reserve would thus be the 
actual depreciation, for no other 
amount would have legal and adminis. 
trative standards. 


No Standard Reserve Ratio 


HE foregoing questions as to 
proper depreciation provisions 
raise the further query, whether there 
is a normal or standard ratio of the re- 
serve to the original cost of the prop- 
erties. Would a 25 per cent or 30 per 
cent reserve be reasonable and ade- 
quate, or would even a higher ratio be 
justified under particular conditions? 
The answer : There is no one reserve 
percentage that can be applied as stand- 
ard to individual companies. The prop- 
er percentage depends upon the par- 
ticular circumstances, the different 
kinds of properties used, the variations 
in the economic service life, and the 
retirement policy. If a company has a 
large proportion of its plant in long- 


e 


floods, sleet storms, fires, and other catastrophes, should be 


q “THERE is no doubt but that the losses and costs due to 


embodied in the total costs covered by reasonable rates. Pro- 
visions for such casualties can, of course, be included in the 
depreciation charges and carried into the reserve. If so, then 
at any time the reserve will exceed the underlying physical 
and functional depreciation that has taken place, but it will 
still measure the extent of provisions made by consumers for 
ultimate retirement in excess of the original cost of plant in 
service, whether due to depreciation or casualty.” 
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lived units, has fast expanding proper- 
ties, and makes retirements promptly 
upon completed depreciation, then the 
reserve at a given time might be as low 
as 15 per cent. If the reverse condi- 
tions obtain, the reserve could be 50 
per cent or over. The controlling con- 
sideration is not a particular percent- 
age, but proper provision in relation 
to the underlying physical and func- 
tional factors. 


Provisions for Contingencies 


| ey from regular depreciation as 
has been recounted, utility prop- 
erties are subject also to extraordinary 
casualties and contingencies. Should 
the provisions for such plant losses and 
costs be included in the depreciation 
accruals, or should they be separately 
accounted for? 

There is no doubt but that the losses 
and costs due to floods, sleet storms, 
fires, and other catastrophes, should 
be embodied in the total costs covered 
by reasonable rates. Provisions for 
such casualties can, of course, be in- 
cluded in the depreciation charges and 
carried into the reserve. If so, then at 
any time the reserve will exceed the 
underlying physical and functional de- 
preciation that has taken place, but it 
will still measure the extent of pro- 
visions made by consumers for ulti- 
mate retirement in excess of the orig- 
inal cost of plant in service, whether 
due to depreciation or casualty. 

My preference would be to keep de- 
preciation distinct from the provisions 
for other plant losses. When these oc- 
cur to an extent that would distort the 
annual operating expenses, the amounts 
would best be charged to a special sus- 
pense account, then amortized over a 
reasonable period of years, and so in- 
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cluded in the annual costs on which 
consumer rates are based. However, 
a separate contingency reserve might 
be created through special charges to 
operating expenses, and it might pro- 
vide also for other operating purposes, 
including return equalization to avoid 
frequent changes in rates. In any case, 
the financial setup for casualties, con- 
tingencies, and any policy involving 
investor-consumer relations, should be 
precisely conceived and systematically 
carried out through the annual pro- 
visions and accounting. 


No Confiscation 


ees final question arises whether 
such depreciation provisions as 
have been outlined, including casualties 
and other contingencies, would not re- 
sult in confiscation of private property 
rights, and would not bring about col- 


lectivization in the utility industries 
without providing due compensation 
to investors. 

This question is not a fanciful ab- 
straction ; it has actually been raised by 
such a high-standing and intelligent 
utility executive as Samuel Ferguson, 
president of the Hartford Electric 
Light Company. While I have no 
doubt as to his sincerity, Mr. Fer- 
guson somehow has misconceived the 
financial realities that are involved in 
comprehensive depreciation and con- 
tingency accounting. 

The provisions and accounting as 
presented cannot possibly result in con- 
fiscating private investments and 


4See “The Effect of Arbitrary Property 
‘Write-downs,’” by Samuel Ferguson, Pustic 
Utirities FortNiGHTLY, Vol. XXXIII, No. 6, 
p. 333, March 16, 1944; also my comments un- 
der “Out of the Mail Bag” in Pusiic Urtitt- 
TIES ForTNIGHTLY, Vol. XXXIII, No. 7, p. 428, 
March 30, 1944. 
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bringing about unpaid-for public own- 
ership. On the contrary, the policies 
and procedure as outlined, and as em- 
bodied in the Federal Power Commis- 
sion and the NARUC accounting 
standards, serve to protect system- 
atically the private financial interests 
along with those of the public. As con- 
templated, every charge to operating 
expenses for depreciation or other- 
wise is definitely recognized as cost in- 
cluded in the fixing of rates. All the 
assets thus accumulated by the com- 
pany and covered by appropriate re- 
serves have been contributed by the 
consumers in excess of the company’s 
actual investment. They are either in- 
cluded in the original costs if they were 
devoted to additions and improve- 
ments, or they consist of cash, ma- 
terials, or like items. When the re- 
serves are deducted from the total as- 


sets (including plant at original cost), 
the company’s investment is fully con- 
served, and there is no confiscation. 


No Amortization Proposed 


M®* FERGUSON tries to show that 
the provisions constitute in fact 
amortization of investment rather than 
preservation of investment. In this 
view he is palpably mistaken. Neither 
the FPC nor the NARUC deprecia- 
tion standards, certainly not my pro- 
posals as presented, contemplate greater 
provisions than actual depreciation or 
other safeguards of company invest- 
ment. 

However, if also amortization is 
charged to operating expenses and in- 
cluded in consumer rates, besides de- 
preciation, even then the deduction of 
the corresponding reserve from the 
total asset costs would be necessary for 
showing of relative consumer and in- 
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vestor status. The assets thus accumy, 
lated would be available to liquidate 
the company investment, either through 
gradual reimbursements or a single 
transaction. But, except as actual re. 
imbursements are made, there would 
be no accounting diminution in the 
showing of investment. While no such 
amortization is proposed, it would not 
constitute confiscation. 


No Collectivization 


1. plain fact is that proper de. 
preciation accounting and other 
regular safeguards of company invest- 
ments have nothing whatever to do 
with collectivization of the utility in- 
dustries, as feared by Mr. Ferguson. 
On the contrary, they are safeguards 
against reckless corporate practices 
and, if anything, will serve to stop or 
stave off the public ownership move- 
ment. 

If such systematic accounting and 
rate control as I propose had prevailed 
prior to and during the 1920’s, the 
gross financial distortions perpetrated 
during the period of the holding com- 
pany jubilee would have been avoided. 
If so, I think I know that many people 
now supporting public ownership 
would never have favored departure 
from private ownership and manage- 
ment under public regulation. 

In conclusion, I shall state my firm 
belief that adoption now of such a defi- 
nite accounting rate base as I have 
presented, and the establishment of 
systematic rate and other financial con- 
trol on a factual basis that can and will 
be regularly administered, will furnish 
the most effective check to the public 
ownership appeal. Conversely, if regu- 
lation continues loose and floundering, 
it will contribute decisively, especially 
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DEPRECIATION IN RELATION TO PRUDENT INVESTMENT 


after the war, to collective displace- 
ment of the private utility systems. 
My advice is for the companies to 
join the municipalities and other con- 
sumer representatives in pressing upon 
the commissions the necessity of es- 
tablishing effective regulation. They 
should join also in getting such changes 
in the regulatory statutes as may be 
needed for systematic administration. 
If they follow their past course of 
opposing and defeating all sensible 


regulatory improvements, they will 
thereby promote public ownership and 
hasten their own doom. This would 
come not through direct or indirect 
confiscation, but because of continued 
vital defects in the system of regula- 
tion. 

And, despite past or continued 
private disregard and violations of 
public rights, practically no one would 
wish to achieve public ownership 
through the means of confiscation. 





Courtesy Isn’t Rationed 


USINESSMEN who wish to avoid incurring the lasting ill- 
will of customers because of war-time shortages and 
rationing must make every effort today to eliminate dis- 
courtesies among selling staffs, the Sales Executive Club was 


recently advised. 


Declaring that an era of discourtesy had arrived in Ameri- 
can business, Speaker Elmer Wheeler offered the following 
three suggestions to avoid customer bad will: 

1. Take an hour to say no. Hesitate a moment before 
saying “We’re all sold out.” If you must say no to a cus- 
tomer’s request, make it an unhappy “no.” 

2. Don’t ration courtesy or patience. 

3. Look for the familiar faces among your customers. 
Take care of the prewar customer today, and he will help 
you remain in business tomorrow. Don’t ignore the old cus- 
tomer because the defense workers’ pockets are bulging 


with cash. 


“Don’t talk about substitute materials,” said Mr. Wheeler. 
“Talk about new materials. Words and phrases are just as 
important in war time as in peace time.” 
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War-primed Power Operations 
In the South Pacific 


An account of an interesting hydroelectric develop- 

ment in New Caledonia which has taken on new and 

perhaps permanent importance as the result of U. S. 
Army occupation. 


By CAPTAIN HOMER A. DYE 


ERE in this old French colony 
H of New Galedonia, U. S. Army 
Headquarters, South Pacific 
Area, two brothers, Philippe and 
Stephane de St. Quentin studied their 
science diligently in the old College 
Laperouse in Noumea. On a summer 
“vacance” they took a horseback trip 
across the island to the century-old, 
but sparsely inhabited, settlement at 
Touho, then on north to the Cascade 
de Ba which tumbles down a mountain 
crag before its swirling foam-angered 
waters mingle in the bright blue bay 
ringed with coral. 
When the brothers went back to 
their studies, they spent long hours 


tinkering with the hand-propelled elec- - 


tric generator, the Leyden jar, and the 
other paraphernalia imported from 
France a half century ago, with which 
the Frere, instructeur de physique, 
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demonstrated his lectures to his classes. 
They took a postgraduate course in 
such elementary engineering courses as 
the island afforded, and subscribed to 
technical journals from France and 
America. 

New Caledonia, situated in the 
South Pacific off the northeast coast 
of Australia, was the first major Pa- 
cific island to be occupied by United 
States armed forces. It was so occupied 
within a few days after Pearl Harbor 
to block off the southern drive of 
Japanese conquests which at that time 
had already overrun the Solomon is- 
land group to the north. The French 
Colonial government offered no res 
sistance and United States forces have 
been there ever since. Some of the 
things they found were quite interest- 
ing. 

New Caledonia is an island 220 
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WAR-PRIMED POWER OPERATIONS IN THE SOUTH PACIFIC 


U. S. Army Signal Corps photograph 
Cascade de Ba, near Houailou, New Caledonia 


miles long with an average breadth of 
25 to 30 miles. Discovered by Captain 
Cook in 1774, it lies generally below 
the twentieth degree south latitude and 


its climate is roughly comparable to 
that of Puerto Rico. Perhaps the most 
remarkable natural feature of the is- 
land is the abundance and variety of 
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its minerals—cobalt, nickel (without 
arsenic), iron, and magnesium abound, 
while many others, including gold, are 
known to exist in varying quantities. 


. was for the purpose of exploiting 
these minerals that a fairly early 
start was made, considering the re- 
moteness of this region, in the es- 
tablishment of a hydroelectric plant at 
the Cascade de Ba. Thousands of tons 
of chromium, nickel, and phosphates 
were exported by the French Colonial 
operators during the past three decades. 
But the demands of the present mili- 
tary occupation have stepped up the 
importance of these public utility fa- 
cilities to a new high. And there is 
some reason to believe that with a con- 
tinuation of American and other for- 
eign interests in these islands during 
the postwar period, the development at 
Cascade de Ba has a promising future. 

A few years ago, starting with the 
materials they found on the ground, 
the two brothers began building an 
electrical plant. Improvising from old 
machinery procured from abandoned 
mines, and importing the essential 
parts, they built a generator and com- 
pressors. Largely by their own labor, 
and with occasional assistance from the 
Kanakas from neighboring tribes, they 
dragged heavy iron pipe up the moun- 
tain from which they made a flume. It 
was a gala day when the natives from 
the coffee plantations, the colonists of 
the east coast, and the padres of the 
mission assembled to see the first 
coursing of the hydraulic power 
through the turbines, and the first ray 
of electric light in the old settlement. 

Then they began the manufacture of 
oxygen and hydrogen for acetylene 
used in the mining mills of the island. 
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Every franc they could save from their 
sales, they invested again in machinery 
and added factory space. To get their 
product over the mountain trails across 
the island or to the port on the coast 
where the little steamer on monthly 
schedule picked its way through the 
coral reefs was a major transportation 
problem, and a grievous absorption of 
their hard-won profits. 


HEN came the war, and the Amer- 

ican occupation of the island asa 
base. The big Army trucks literally 
beat a pathway to their door. The two 
young engineers, who had been lifting 
themselves by their bootstraps through 
tedious years of pioneering, found an 
American loan thrust into their hands, 
and they were exhorted to build bigger 
and to produce more. The Army needed 
oxygen, and huge truckloads of the big 
steel cylinders rumbled over the moun- 
tains and down to the air base on the 
plain of Tontouta. 

The brothers de St. Quentin, revel- 
ing in the gift of war prosperity, have 
visions of bigger things to be done. 
Only a fraction of the available power 
is used. The Army is ready and eager 
to buy all they can produce, and has 
backed their enterprise up to a reason- 
able degree of expansion based on the 
Army needs for a limited time. But 
when the Army goes, what then? 
Other oxygen producers on the island, 
including plants which the Army itself 
has installed, will find that the oxygen 
business has vanished into thin air, so 
to speak. 

Just below the falls, a Kanaka wo- 
man does her family washing on the 
flat rocks, as her people have done for 
centuries. It would take a century more 
to convert her to an electric washing 
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U. cy Signal Corps photograph 
Philippe and Stephane de St. Quentin at their oxygen factory 
at Ba, near Houailou, New Caledonia 


machine and a customer for electric Pajiol, catches fish and grows cocoa- 
current, the de St. Quentin brothers nuts for their livelihood, Paina, the 
agree. And on the palm-fringed coast little Javanese housewife, builds a little 
at a little inlet where her husband, fire in the corner of the hut and does 
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her cooking. Her neighbors do it the 
same way, hence Paina has no urge for 
an electric range. 


HE enterprising engineers have 

not attempted to delude them- 
selves into believing they could change 
the centuries-old customs of their 
neighbors. But the war has changed 
the island, and with these changes, 
there will be new markets, new outlets 
for the electricity generated at the 
Cascade de Ba. 

For instance, there is the new motor 
highway along the east coast, just 
opened in time for the governor of the 
island and his retinue to drive to 
Hienghene, thence by boat to Balade 
to celebrate the centennial of the land- 
ing there of the French Catholic mis- 
sionaries, ten years before France took 
possession of the island. The east coast 
in reality is more blessed with natural 
wealth than the more populous west 
coast, but has been isolated for lack of 
adequate communication, and by the 
highway-engineering difficulties. 

But the highway is a reality after a 
century of somnolence. There will be 


a great amount of traffic of prospectors 
and financiers to develop the newly 
opened resources. And there will be an 
increased number of tourists after the 
war, who will land on the Tontouta 
airfield from big transoceanic clip- 
pers, after the PBY’s and the B-39’s 
have departed. Even in the old days of 
steamships—and of sailing vessels, 
too—New Caledonia was a resort cen- 
ter for tourists from Australia and 
New Zealand and New Hebrides. And 
despite the difficulties, they flocked to 
the superior attractions of the east 
coast, to see the Cascade de Ba, the 
native hieroglyphics of Houailou, and 
the cathedral rocks of Hienghene. 
There will be a need for hotels and 
tourist camps. After the war deflation 
of native labor, the brothers will be en- 
abled to erect a big straw-thatched 
lodge and deluxe native huts of bam- 
boo and woven palm leaves. Wired 
with electricity and with neat little 
enameled electric stoves, tourist wives 
will endure the hardships of a fishing 
trip with a proper flair of ritziness. 
For there will be electricity to burn, 
after the American Army leaves. 





CC I’ a country or a nation is to be as a tree by the living water 

and it is to be fruitful, there must be a balance with 
branches great and strong enough to hold the fruit. When the 
tree or nation becomes all trunk, the tree dies—so it is with 
nations. 

“It is absolutely essential under our system of government 
that the chief executive of the nation and the Congress work 
together just as it is for a governor and his legislature to work 
together. On the farm when we have a headstrong horse that 
won't team up, we swap him off. That is what we are going to 
do next November with Candidate Roosevelt.” 

—ALFreD M. Lanpon, 
Former governor of Kansas. 
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Premier Godbout Objects 


Y attention has been drawn to an article 

published in your February 17th issue, 
under the signature of Fergus J. McDiarmid, 
entitled: “Trouble for Quebec Utilities” and 
in which the policy of the Provincial govern- 
ment concerning Montreal Light, Heat & 
Power Consolidated is not only being criti- 
cized but charged with being inspired by racial 
prejudices. 

May I point out that this criticism is based 
on the grossest misrepresentation of facts. 

Mr. McDiarmid writes: “The Quebec Pub- 

lic Service Board . .. has set a depreciated 
value on the electric property used to serve 
Montreal at $41,471,272 as against $114,249,- 
057 claimed by the company.” Now, as appears 
from the enclosed copy* of the document issued 
by the public service board to which Mr. Mc- 
Diarmid is referring, the $114,249,057 claimed 
by the company is be,ore deduction of depre- 
ciation reserve, while the $41,471,272 proposed 
by the board is after deduction of accrued de- 
preciation, the board’s figure for value before 
depreciation being $70,070,671. 
_ Mr. McDiarmid further writes: “The total 
inadequacy of the board’s finding will be seen 
when the physical dimensions of the property 
involved are considered. . .. Its generating ca- 
pacity totals 717,920 kilowatts, all but 20,000 
kilowatts of it hydro and highly efficient. It 
includes the 175,000-kilowatt Cedars plant and 
the huge Beauharnois development on the St. 
Lawrence with a present installed generating 
capacity of 496,420 kilowatts and a very much 
larger potential capacity. Anyone at all famil- 
lar with unit costs usually used to appraise 
such electric property must know that the fig- 
ure suggested by the public service board is so 
unreasonably low as to indicate ill will and a 
desire to persecute the utility.” 

The facts are the following: 

As appears from the same document above 
referred to, neither the company’s claim nor 
the valuation made by the board includes the 
Beauharnois development, nor the Montreal 


*Editor’s Note — Accompanying Premier 
Godbout’s letter were documents of the Que- 
bec Public Service Board bearing out the 
Premier’s statements above. Mr. McDiarmid’s 
explanation will be published in the next issue. 
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Island Power Company’s plant, which are 
treated as separate utilities. The Montreal 
Island plant having a capacity of about 30,000 
kilowatts, this brings the generating capacity 
under consideration down to 191,500 kilowatts. 
Is this “highly efficient”? The 20,000-kilowatt 
steam plant has not been operated since 1919 
and is in such condition that it could not be 
used even in the case of a power shortage re- 
sulting from war conditions, a shortage so 
acute that consumption had to be curtailed and 
usable steam plants overhauled and pressed 
back in service. According to the company’s 
reports to the government, the capacity of the 
Cedars plant is 150,000 kilowatts, not 175,000. 
It cannot properly be considered as efficient be- 
cause, during winter, its capacity is very often 
sharply curtailed by frazil ice. The rest of the 
company’s generating capacity is made up of 
obsolete plants shut down for more than ten 
years. 


om is the basis on which Mr. McDiarmid 
rests the unfair charges he gratuitously 
levels at our public service board, its engineers 
and accountants, and, what is still more de- 
plorable, ascribes to racial prejudices. If Mr. 
McDiarmid had made the slightest investiga- 
tion into the real facts of the case, he would 
have found that the engineers and accountants 
retained by our board are as competent as any. 
He would also have found that several of 
them were not French-Canadians. He would 
also have found that the basis on which they 
have proceeded in making a valuation of the 
Montreal Light, Heat & Power Consolidated 
for rate-making purposes is the very same 
basis on which the United States Federal 
Power Commission and other American com- 
missions have lately been making valuations 
for similar purposes and which has been de- 
clared fair and reasonable by the Supreme 
Court of the United States in the Hope Nat- 
ural Gas Case. 

If Mr. McDiarmid had read the report of 
the company’s own auditors, he would have 
found the following comments on their bal- 
ance sheet: “Fixed assets are stated in part 
at cost of construction or cost of acquisition, 
and in part on the basis of cost (in securities 
and cash) of securities of subsidiary com- 
panies acquired. The books of the companies 
do not show a segregation as between tangible 
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and intangible assets.” As a securities analyst, 
Mr. McDiarmid should at least be expected 
to know that these are polite words for “capi- 
tal inflation” and “write-ups.” 

Mr. McDiarmid’s suggestion that the pro- 
o- action might imperil the rights of bond- 

olders is mere fantasy. Montreal Power’s 
$78,000,000 bond issue is secured not only by 
the company’s physical properties, but also by 
bonds of the Beauharnois and Montreal Is- 
land companies in the amount of nearly $86,- 
000,000. It is so apparent that the forthcoming 
expropriation will not imperil the security of 
the bonds that following the announcement of 
the expropriation, their market value did not 
decline appreciably. 

Equally fantastic is the charge that it was 


suggested that rates should immediately be 
reduced 50 per cent. The temporary reduc. 
tion ordered last year came out of excess prof. 
its due to war-time conditions which would 
otherwise have been taxed 100 per cent sub. 
ject to a 20 per cent refund after the war, 

Therefore, in order that this letter may not 
be too lengthy, I will refrain from discussing 
every point raised by Mr. McDiarmid. What 
I have said should be sufficient to enable any 
unbiased reader to decide by himself who 
ought to be accused of bias and of racial 
prejudice. 


—Ap£é1arp Gopszout, 
Prime Minister, Province 
of Quebec. 





The Telephone Sixty-five Years Ago 


> > ED Beet 


cma 


7 was on April 1, 1879, that some “thirty-eight charter sub- 
scribers” in Richmond, Virginia, began the intriguing ex- 
perience of learning to master the new contraption known as 
the telephone. The following twelve step-by-step directions 
were outlined in the oriainal literature of the Southern Bell. 
Telephone & Telegraph Company: 

(1) When the red indicator on the bell hammer falls back, the 
line is in use, and you cannot call. 

(2) When in order for business, the indicator stands for- 
ward in full view. 

(3) To call central office, press the button twice and wait for 
answering signal (two taps of your bell), then— 

(4) Take the telephone off the hook and place it firmly 
against your ear; at the same time— 

(5) Turn the hook to the right and listen. 

(6) When you hear the operator's voice, tell him your name 
and the name of the subscriber you desire to communicate with, 
then— 

(7) Hang your telephone on the hook and 

(8) Wait until the bell strikes twice, which is the signal for 
you to go ahead. 

(9) Then place the telephone to your mouth, and 

(10) Turn the hook to the right and proceed with your com- 
munication. 

(11) To avoid errors, important messages should be repeated 
and verified. 

(12) When you are called, always answer by pressing the but- 
ton on your bell, before taking up your telephone. 

It took not only infinite patience but a good deal.of hollering 
to complete a call. Even then the parties could not be sure they 
were being heard. 

The original system only reached where it could go over the 
tops of houses and it was installed in the heart of the city. 
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Wire and Wireless 
Communication 


eyo official denials, rumors per- 
_sisted in Washington that an im- 
pending shake-up might soon change the 
complexion of the Federal Communica- 
tions Commission. Most of the rumors 
involved the possible transfer of Chair- 
man James L. Fly to some other govern- 
ment position, or even to private com- 
mercial activity. The basis for these re- 
ports probably was the growing concern 
in administration circles over the pos- 
sibility of the FCC, as presently consti- 
tuted, becoming a political issue in the 
forthcoming campaign. 

A number of members of Congress 
have made no secret of their dislike for 
some features of the FCC. The recent 
action of both houses of Congress in slic- 
ing $2,000,000 out of the FCC appro- 
priations was best evidence of this. Fur- 
thermore, it is the apparent intent of the 
Republican members to continue their 
membership on the special House com- 
mittee investigating the FCC for the 
purpose of compiling a record critical 
of that board which might be useful to 
the minority party during the campaign. 
In fact, some Republicans were report- 
ed in some quarters as being actually 
fearful that the administration might 
voluntarily take the FCC out of politics 
by a simple change in one or two mem- 

ers, 

The fact that Commissioner T. A. M. 
Craven’s term will expire in June was 
believed to offer an opportunity for such 
a development. Previous to the recent 
outbreak of criticism over FCC policies, 


it was not believed that Commissioner 
Craven would be reappointed by the ad- 
ministration because of his vigorous op- 
position to the majority on leading policy 
matters. It was not even known whether 
he would accept the renomination. 


ie is now suggested, however, that re- 
nomination of Commissioner Craven, 
possibly as chairman (if meantime 
Chairman Fly should be moved else- 
where), or in any event the nomination 
of someone with known views similar to 
those of Commissioner Craven would be 
sufficient to shift control of the FCC and 
make it more or less a “career” commis- 
sion, operating outside of the realm of 
political controversy. One Washington 
newspaper reporter said that Commis- 
sioner Durr, known for his adherence to 
Chairman Fly’s policies, had refused an 
appointment to become assistant secre- 
tary of Interior. 

If the FCC should become so reor- 
ganized, there was a possibility that the 
work of the special House investigating 
committee might be terminated with the 
current session. There was likewise a 
possibility that Senators Wheeler and 
White might shelve their proposed bill 
to rewrite the Communications Act so as 
to reorganize the commission. However, 
differences between Senators Wheeler 
and White were also believed likely to 
postpone further progress on such a 
measure in any event. 

The recent “career” appointment of 
former Chief Engineer Jett to become a 
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member of the commission has already 
had a noticeable effect on the direction of 
the FCC. This was seen in the os- 
tensibly unanimous vote of the FCC to 
postpone indefinitely its so-called “du- 
opoly” order. This order, issued last Jan- 
uary, would have forbidden the common 
ownership of two or more radio stations 
in the same community and would have 
required the sale or other disposition of 
such holdings under war-time conditions 
which many operators believed were 
unfair. 

According to Broadcasting magazine, 
Commissioners Craven, Case, and Wake- 
field were known to favor a postpone- 
ment of the “duopoly” order, while 
Chairman Fly and Commissioners 
Walker and Durr were reported to have 
favored enforcement. This left the ques- 
tion up to the new Commissioner Jett, 
who proposed postponement, together 
with certain conditions. These conditions 
require dual owners to acquiesce in the 
intent of the rule banning multiple own- 
ership. Jett’s compromise proposal won 
over the Fly-Walker-Durr faction, so 
that the resulting order was unanimous. 


* * * * 


ONGRESSIONAL action to assure a fair 
C hearing to both sides of contro- 
versies on radio networks was urged 
early this month by Senator Wheeler, 
Democrat of Montana, who said radio 
commentators using the air lanes to fur- 
ther personal bias should be barred from 
use of the microphone. 

Wheeler, one of four speakers on the 
radio program, “America’s Town Meet- 
ing of the Air,” said “Congress must see 
that when one side of any public con- 
troversy is aired, all sides are aired 
equally over identical facilities.” All 
radio, he said, must be conducted within 
the bounds of good taste because it en- 
ters the average American home, and 
added that “many of our commentators 
. .. Speak with questionable authority.” 

Senator Gurney, Republican of South 
Dakota, said radio as a whole “has been 
fair or there now would be no radio.” He 
added that the listening public “will reg- 
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ulate radio in an American way .., 
the simple method of turning off the dial 
if they don’t like what is offered to 
them.” He stated: 


We Americans should be concerned about 
the ever-increasing encroachment upon the 
radio industry by the Federal regulating 
bureaucracy. What we need in this country 
is a new law which clearly and explicitly 
tells the Federal regulating body what it 
cannot do, rather than a law outlining a 
program of what it can do. We must give 
broadcasting freedom from fear. 


* * #* X 


Pee of attempted domination of 
the broadcasting field by the major 
networks were reiterated recently by 
Chairman James Lawrence Fly of the 
Federal Communications Commission 
before the special House committee in- 
vestigating the FCC. Efforts to regain 
the “monopolistic control” which they 
lost when the chain broadcasting regula- 


‘tions issued by the FCC were sustained 


by the Supreme Court, declared Mr. Fly, 
were the basis for present demands of 
the broadcasters for revision of the 1934 
Communications Act. 

The differences on this point between 
the FCC chairman and the officials and 
directors of the networks and of the Na- 
tional Association of Broadcasters were 
brought out anew during recent cross- 
examination of the witness on the events 
of the 1941 convention of the NAB at 
St. Louis. 

“I do think, though it is not my busi- 
ness, that the broadcasters ought to have 
an association that is not dominated by 
the networks,” he told the coramittee, 
denying, however, that he had ever taken 
any “substantial” part in promoting the 
organization of any other such associa- 
tion. 

He said it was “not true” as charged 
by Mark Ethridge at the St. Louis meet- 
ing that the study President Roosevelt 
had requested Mr. Ethridge to make of 
the radio industry had been with design 
rendered abortive by the release of an 
“antimonopoly” .report by the commis- 
sion and regulations issued thereunder 
“violently altering the structure of the 
American system of broadcasting.” 
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WIRE AND WIRELESS COMMUNICATION 


While the regulations were promul- 
gated, as stated, Mr. Fly insisted there 
was “no relation” between the date of the 
release of the report on an investigation 
which had been started in 1938, and the 
survey Mr. Ethridge had been about to 
undertake, but then abandoned, an- 
nouncing that it had been rendered in- 
effective. 


EPRESENTATIVE Miller, Republican of 

St. Louis, indicated he was “satis- 
fied” with the testimony of Charles R. 
Denny, general counsel for the FCC, and 
would withdraw his motion to cite him 
for contempt. The motion was made on 
March 29th during the hearings of the 
special House committee. It was prompt- 
ed by Denny’s response to questions 
about why Stefano Luotto, Italian 


language broadcaster, was taken off the 
air. 

Denny explained on March 30th that 
Luotto was removed by Joseph Lang, 
manager of radio station WHOM at 
New York city, over which Luotto had 


broadcast. Before that, Denny said, 
Luotto had been shut off by a Chicago 
station. Luotto was an Italian alien, the 
United States was at war with Italy, and 
the radio stations felt it was in the best 
interests of the country to take the action 
they did, Denny said. 

The counsel offered to answer “all 
questions” and Miller said that would 
meet all his objections. 

Mr. Denny told of Attorney General 
Biddle’s “strictly confidential ruling” 
that the loyalty of officers of the Italian 
Dante Alighieri Society is questionable. 
It was to the effect that in connection 
with “a man who held an official position 
in the society the question is raised of 
whether he should be interned.” 


* * * * 


Wa L. McLauGHLIN, secre- 
retary - treasurer and business 
agent of the Lexington Federation of 
Telephone Workers, said on April 4th 
that the War Labor Board has issued a 
directive granting 2 to 4 cents an hour 
retroactive pay increases to operators 
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and plant employees of the Lexington 
Telephone Company. 

McLaughlin said a 2- to 2$-cent in- 
crease for about 250 operators would be 
retroactive to August 5, 1943, and that a 
4-cent raise for about forty plant op- 
erators would be retroactive to July 11, 
1943. He said the raises, granted by the 
WLB regional office at Cleveland, would 
amount to $31,750 annually. They 
would become effective April 15th un- 
less a petition for review were filed be- 
fore that time. 

L. O. Evenson, vice president and 
general manager of the telephone com- 
pany, said he had not been informed at 
the time of the directive. 


* * * * 


bY patie the continual rumors about 
postwar production of home tele- 
vision receivers on a large scale, that pos- 
sibility is still as far removed as it was 
before the war, Henry C. Bonfig, vice 
president of Zenith Radio Corporation, 
told the Chicago Federated Advertising 
club last month. 

“Television for the theater is quite an- 
other story,” the Zenith executive de- 
clared, adding that “it is perfectly feasi- 
ble to project a television image on a mo- 
tion picture screen, and in postwar days 
it is highly probable that such projec- 
tions will approach or equal the better 
motion pictures in quality.” 

The economic problem of television 
for theaters is not the same as for home 
use, Mr. Bonfig said, observing that the 
owner of a large chain of motion pic- 
ture houses could well afford to buy 
rights to show such a production as “Ok- 
lahoma,” whose costs would be prohibi- 
tive to an advertiser using television for 
home transmission. Mr. Bonfig stated: 

The next battle of the century may have 
an audience of millions in motion picture 
houses throughout the country, in contrast 
to the thousands who jammed their way into 

Boyle’s Thirty Acres or Chicago’s Soldiers’ 

field to see great spectacles of the past. 

War-time research in television has 
made tremendous strides. We can_ build 
better receivers than ever before. Trans- 
mitting equipment shows vast improve- 
ments. The development of inexpensive au- 
tomatic radio relays promises a solution to 
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the problem of excessive investment costs 
of establishing networks. 


From the standpoint of the radionics 
industry, a far greater development than 
television is frequency modulation, 
which has made obsolete a great majority 
of present receiving sets, Mr. Bonfig as- 
serted. “There is no uncertainty about 
the models for these sets,” he stated. 
“The pattern for FM is here.” 


There are about 914 stations in the 


United States today crowded into the 
standard broadcast band. That number, 
he said, is too large from the standpoint 
of the radio audience, anxious to secure 
good reception; but with FM it will be 
possible to have thousands of broadcast 
stations in this country, each limited to a 
range of 20 to perhaps 100 miles, but 
each giving perfect coverage twenty- 
four hours a day, without interference 
within the area it covers. 

“Moreover,” he said, “FM has the im- 
portant advantage of lower cost of in- 
stalling and operating broadcast stations. 
Transmitters are much simpler in design 
than transmitters used on standard 
broadcast stations and they cost less to 
install. They also have the advantage of 
much higher efficiency, with the net re- 
sult that their total operating cost is con- 

siderably less than for standard broad- 

cast stations of the same power. In view 
of these things I believe that FM will 
quickly become the dominant factor in 
the field of local broadcasting in the 
postwar period.” 


* * * * 


ee systems at the Geneva 
steel plant, Geneva, Utah, will be 
installed by Mountain States Telephone 
& Telegraph Company employees in 
lieu of specific work contracts at the 
plant covering telephone installations. 
This decision of the War Labor Board 
was reported last month to settle a dis- 
pute between the Mountain States Fed- 
eration of Telephone Workers, an inde- 
pendent union, and the International 
Brotherhood of Electrical Workers 
(AFL). The AFL union sought to han- 
dle installation work because all other 
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construction at the plant is contracted 
for by various AFL groups. 

Franklin S. Candiff, Utah manager, 
Mountain States Telephone & Telegraph 
Company, said the work in dispute was 
installation of the plant’s interdepart- 
ment, private telephone system. Work 
of installing the system was about 70 per 
cent complete. 


* * * * 


A™= three years of experimenting 
with television projected from the 
Empire State building in New York city 
to a specially constructed studio on 
Avon mountain, the Travelers Broad- 
casting Service Corporation on March 
31st filed with the Federal Communica- 
tions Commission in Washington an ap- 
plication for a television station that will 
serve the 1,000,000 people living within 
a radius of 30 miles of Hartford, Con- 
necticut. 

“The results attained at Avon have 
indicated the feasibility of rebroadcast- 
ing television,” said Paul W. Morency, 
general manager, “and we expect to have 
everything ready so there will be no de- 
lay when materials for transmitting and 
receiving sets are available.” 


The American Telephone and Tele- j 


graph Company has recently announced 


the proposed postwar construction of | 


coaxial television cable and automatic re- 
lay transmitters to link eastern cities. 

“The Travelers’ new television trans- 
mitter,” according to Mr. Morency, “will 
make use of the better of these methods 
of transmission in order to provide the 
Hartford area with programs originated 
in other cities such as national political 
conventions, presidential inaugurals, 
World series baseball games, champion- 
ship prize fights, important football 
games, and Broadway theatrical produc- 
tions. To provide the owners of television 
receiving sets with local programs and 
entertainment, new studios designed 
especially for television will be built in 
downtown Hartford. In addition, equip- 
ment of the proposed station will include 
an outside pick-up truck, complete with 
cameras and link transmitter. 
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Financial News 
and 
Comment 


By OWEN ELY 


January Earnings Figures 
Disappointing 


HE chart on page 566, reproduced 

from a recent bulletin of the Federal 
Power Commission, shows a rising trend 
in net electric operating revenues in the 
last half of 1943. This is somewhat mis- 
leading because of the seasonal character 
of the business. 

Following are the monthly figures 
(showing comparisons with the cor- 
responding month of the previous year) 
since June: 


Net 
Income 


Increase or 
Decrease 


16.3% 


13.7 
August 16.3 
September ‘ 
October i 18. 
November 
December 
January, 1944 ... 45, 853 


The very favorable showing of last 
summer was largely due to the abnormal- 
ly high tax accruals of corresponding 
months in 1942, when it was anticipated 
that Congress might enact a 50 per cent 
income tax rate; conversely, the un- 
favorable showing for the balance of the 
year (and more particularly for Oc- 
tober) was due to the favorable net in- 
come for October, 1942, when the over- 
accruals of taxes in the preceding six to 
nine months were readjusted. 

However, the January, 1944, figures 
are below those of a year ago—not so 
much because of higher taxes as because 
of a jump in operating expenses. Rev- 
enues gained nearly $18,000,000 or 7.2 
per cent, but operating deductions in- 
creased as follows: 


June, 1943 
July 
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Operating expenses $116,826,000 
Depreciation 25,463,000 
Taxes 

Miscellaneous 


Total deductions $208,114,000 


HE increase in expenses was small- 

er than in December, however, 
when there was a jump of 19.4 per cent 
in this item as contrasted with a gain of 
11.1 per cent for the calendar year 1943. 
The gain in expenses is difficult to break 
down on the basis of available data. The 
FPC publishes quarterly figures for 
“salaries and wages charged to electric 
operations,” and for the fourth quarter 
of 1943 these amounted to $129,828,000, 
an increase of only 7.6 per cent over the 
same quarter of 1942. Moreover, some 
maintenance work is probably being 
deferred. Hence most of the increase 
probably reflects fuel costs due to opera- 
tion of relatively inefficient stand-by 
plants. During the last seven months of 
1943 the use of water power made an un- 
favorable showing, dropping from the 
peak figure of 250,625,000 kilowatt 
hours in May to 192,627,000 in Decem- 


ber. 


In January only 197,300,000 kilo- 
watt hours were produced from hydro 
power as contrasted with 222,874,000 in 
January, 1943. On the other hand fuel- 
produced kilowatt hours increased from 
364,730,000 in May to 498,165,000 in 
December and 489,798,000 in January, 
1944—the latter figure comparing with 
383,598,000 in the previous January. 
Thus in January there was an increase 
of about 28 per cent in electric output 
produced by fuel as compared with a de- 
crease of 12 per cent in hydro power. 
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During the last half of 1943 drought con- 
ditions prevailed along the southern At- 
lantic seaboard. This condition has now 
improved, but dry weather is affecting 
the Pacific coast area, with consequent 
heavy use of electricity for irrigation 
purposes. 

The trend of earnings for the calendar 
year 1944 will probably be governed 
largely by the relative use of fuel and 
hydro power, since little further change 
in taxes appears likely, and total operat- 
ing revenues should remain around cur- 
rent levels unless there are drastic 
changes in the business picture due to 
ending of the European war, or further 
sharp curtailment of production for war 
purposes, 


Bonneville’s Proposal to Buy 
Puget Sound 


HE Bonneville Power Administra- 

tor recently wrote to the directors 
of Puget Sound Power & Light, suggest- 
ing that a purchase of the electric prop- 
erties might be arranged at a price of 
$90,000,000. Such a figure would be 
equivalent to about $10 a share on the 
common stock after allowing for esti- 
mated value of the traction and miscel- 
laneous properties. A price of 10 would 
compare with the recent high of 134 be- 
fore the proposal was published. Since 
the stock is paying an indicated dividend 
of $1.20 a year, and in 1943 earned $2.21 
a share, the figure would seem consid- 
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bly out of line with other utility 
HOCKS. 

The Bonneville Administrator in his 
ter stated that he also represented the 
PUD’s,” or public utility districts, and 
pe city of Seattle. But it was not made 
Har as to how the $90,000,000 cash 
mld be forthcoming. The PUD’s have 
ius far been unable to finance the pur- 
tase of local portions of Puget Sound’s 
moperty, because of the liberal valua- 
ns allowed for the company under so- 
uled condemnation awards made by 
iuries in a number of cases. The city of 
Kattle could probably not force Puget 
Kound to sell its property in that city 
til 1952 when the franchise expires. 
There is local competition between the 


Kound plant.) The public will vote next 
November on “Referendum 25,” passed 
ly the legislature, which might permit 
the PUD’s to combine for a joint pur- 
ase program. It is difficult to see how 
Bonneville could raise its share of the 
unds without congressional authority. 
Sometime ago such a proposal was made 
inthe Bone bill, which thus far has not 
been enacted. 


Pa Frank McLaughlin of 
Puget Sound has discussed the ques- 
tion of socialization of power in the 
Northwest in a study entitled “Who 
Benefits from Public Power?” He first 
discusses the question whether all elec- 
ic power in the state should be social- 
med. Public power politicians have ad- 
vocated this for three reasons: 


(a) The water power of the state 
should be utilized for the benefit of all 
the people, and not exploited for pri- 
vate gain. 

(b) In order to get cheaper rates. 

(c) To obtain maximum benefits 
from Grand Coulee-Bonneville power. 


Mr. McLaughlin’s answer to the 
first point is that there is no more reason 
for socializing water-power resources 
than any other natural resource such as 
forests, mines, and farms, and quotes a 
local press editorial: “If public owner- 
ship is good in the power industry to 
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save the average family a few pennies 
a month, the Grange, to be consistent, 
should be perfectly willing to support a 
measure for a $175,000,000 bond issue 
to provide government-owned farms to 
furnish the people of Oregon and Wash- 
ington ‘food at cost.’ Certainly this is 
more important than furnishing them 
electricity ‘at cost.’” He also pointed out 
that the utilities have courageously pio- 
neered in the development of water- 
power resources in Washington and that 
the progress of the state would have been 
greatly retarded without such pio- 
neering. 

Talk of lower rates through public 
power is “a snare and a delusion,” he 
holds—the only basis on which lower 
rates could be given is through elimina- 
tion of taxes, which means a larger tax 
burden elsewhere. “Every Federal and 
municipal venture into the field of busi- 
ness cuts three ways. It destroys exist- 
ing tax-paying industries; it retards the 
development and expansion of new tax-: 
paying projects in the area; and it adds 
to the burden of taxpayers by making 
them liable for the tax obligations of the 
socialized properties.” 

Regarding the third point, President 
McLaughlin holds that “the real objec- 
tive of the PUD’s is to set up a huge 
machine to control the politics of the 
state.” He feels that it is unnecessary to 
have PUD’s in order to spread the bene- 
fits of the big Federal hydroelectric 
projects. The power should be distrib- 
uted by existing public and private 
agencies as is the case with Boulder dam. 
Bonneville has done a good job for in- 
dustry during the war without PUD’s, 
and in his opinion can do a better job in 
the postwar period through cooperation 
with existing utilities than it can under a 
completely socialized setup. While the 
PUD’s were authorized in 1930 they are 
presently doing only about 6 per cent of 
the electric business in the state. 

Mr, McLaughlin points out “there are 
too many people in the East today who 
think that the territory out here is ‘red’ 
and that it is not a safe place for an in- 
vestment. . . . With the complete sociali- 
zation of power under Federal bureau- 
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cratic domination in this state, Bonne- 
ville-Grand Coulee power could be quite 
a liability instead of an asset.” 


states that over half the stockhold- 
ers are citizens of the state and that the 
board is made up of local business and 
civic leaders—“this is public ownership, 
honest-to-goodness American style, with 
business management under government 
regulation.” Puget Sound’s domestic 
rates are about half the national average, 
while the annual use per domestic cus- 
tomer is more than double the national 
average, and over 95 per cent of the 
homes and farms in its territory are elec- 
trified. Effective April 1st, electric rates 
were further reduced about $700,000 a 
year, making total reductions in five 
years of about 36 per cent in the “top 
step” of the residential rate. 

Mr. McLaughlin’s story is evidently 
intended as an appeal to voters next No- 
vember to reject Referendum 25, which 
would enlarge the powers of the PUD’s 
and permit them to combine for the pur- 
pose of purchasing private properties. 


eS his own company, he 


As an excellent summary of arguments 
for and against public power it deserves 
a wide circulation. 
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Transit Operations Make New 
High Record 


AN indicated in the accompanying 
chart the transit system has staged 
a great comeback during the war. The 
number of passengers in 1943 reached 
22,000,000,000, a gain of 22 per cent 
over 1942 and 71 per cent over 1939, 
While the old-fashioned trolley car car- 
ries fewer passengers than in 1929, mo- 
tor busses and trolley coaches handle 
some four times as many as in that year, 
and total passengers for the entire indus- 
try are about 30 per cent above the 1929 
level. 

. The number of passengers carried by 
rapid transit systems (the largest of 
which is in New York city) shows only 
a moderate gain, possibly due to the fact 
that these systems are inflexible as com- 
pared with busses, which can be used to 
service new areas devoted to war pro- 
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Electric railway operations 
Motorbus operations 


Total operations 


duction. Moreover, New York city, 
with its huge number of subway riders, 
has lagged in war activity as compared 
with the rest of the country. 

Figures are not yet available for 1943 
revenues and expenses of the industry. 
According to estimates made by the 
American Transit Association, 1942 op- 
erating income had increased from the 
1938 low point of recent years as shown 
above (millions of dollars). 


> 


Improvement in Stockholders’ 
Reports 


ger gag are principally inter- 
ested in the salient points of annual 
reports, but too frequently these are 
buried in text or tables and have to be 
searched out. Many years ago, the Corn 
Exchange Bank gained fame because of 
its “primer style” balance sheet, in which 
each item was described for the benefit 
of unsophisticated stockholders. In 
somewhat similar fashion American Gas 
& Electric now publishes in the fore- 
front of its annual report for 1943, two 
pages of summarized facts. These de- 
scribe the new records made by the com- 
pany, the increase in generating ca- 
pacity, percentage gains in certain items 
since 1938, the share earnings for stock- 
holders on both a corporate and con- 
solidated basis, etc. 

Puget Sound Power & Light’s report 
presents four pages of “high lights,” a 
“1933-43 score card,” and “pie” charts 
and tables showing for each dollar of 
revenue “where it came from” and 
“where it went.” The 50-page report con- 
tains an unusual amount of graphic and 
detailed information for a company of 
this size. 

During the promotional 1920’s some 
utility systems issued handsomely illus- 


Increase 


102% 
379 


151% 


1938 
$44 


1942 
$89 


9 43 
$53 


$132 


trated brochures describing the history 
of the enterprise, etc. While this prac- 
tice has gone out of style, reports to 
stockholders have shown considerable 
improvement in recent years, and.com- 
pare very favorably with rail and indus- 
trial reports in the volume of informa- 
tion and method of presentation. The 
holding companies, however, frequently 
omit essential data, such as a complete 
list of security holdings in subsidiaries 
and the income derived therefrom. Op- 
erating companies in many cases could 
improve their statistical tables by insert- 
ing average residential revenues per kilo- 
watt hour, average kilowatt-hour usage, 
etc. 
¥ 


United Gas Plan Protested 


HE plan for recapitalization of 

United Gas Corporation, presented 
to the SEC March 6th, allocated 94.88 
per cent of the new common stock to 
Electric Power & Light Company and 
5.12 per cent to the common stockhold- 
ers of United Gas. Louis Lober of 
Lober Bros. & Company contends that 
the allocation to present common stock- 
holders should be increased to 13.21 per 
cent, which he thinks would support a 
value for the present common in line 
with the price of 3 prevailing prior to 
the filing of the plan, 

Mr. Lober holds that Electric Power 
& Light should not be entitled to the 
original cost of its investment in United 
securities, plus dividend arrears. He 
feels that the common stockholders 
might, on this same theory, be entitled 
to a valuation of 28% for their stock, the 
price it sold at in 1930. At no time dur- 
ing 1930-42, he contends, would United 
have been justified in paying the full $7 
dividends on the second preferred stock 


held by EP&L. 
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He then compares the ratios be- 
tween market prices of the preferred 
and common stocks of Electric Power & 
Light, American & Foreign Power, and 
American Power & Light, arriving at 
ratios of 4 to 20. Using the highest fig- 
ure would give a theoretical value of 60 
for United Gas second preferred, com- 
pared with 3 for the common, on which 
basis the 13.21 per cent ratio was 
reached. 
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A Pessimistic Forecast 


was M. CARPENTER, economist 
of the Edison Electric Institute, 
writing recently in The Journal of Com- 
merce, estimated that power sales in 


1947 will drop to 140,000,000,000 kit, 
watt hours as compared with 186,000, 
000,000 for 1943. This estimate woulj 
carry us back to a level slightly beloy 
that of 1941, when production of thd 
private utilities was 144,000,000,000 ; 
contrasted with 125,000,000,000 in 1949 
110,000,000,000 in 1937, and 71,000, 
000,000 in 1927, However, the decline 
would be largely in the industrial powe 
load while sales to residential consumers 
would gain sufficiently to prevent much 
loss in gross revenues. 

While Mr. Carpenter foresees a re. 
sumption of sales promotion for electric 
equipment, etc., he thinks that there will 
be a time lag of several years, so that any 
great expansion in retail use of electric. 
ity may have to await the period 1948-50, 
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What Others Think 


House Defeats REA Restrictive 
Amendment 


i. House late in March rejected 
an amendment to the Agriculture 

Appropriation Bill which would have 
strictly prohibited use of any monies 
appropriated for the Rural Electrifica- 
tion Administration to finance construc- 
tin and operation of generating plants, 
dectric transmission and distribution 
lines or systems in any area having a 
population in excess of 1,500 inhabi- 
tants. / 

The present REA law restricts the 
we of funds for developing REA 
projects to towns and communities of 
less than 1,500, except that the Comp- 
troller General has ruled that while that 
was the primary purpose of the law, 
funds could be used for the purchase of 
existing lines when incidental to rural 
service extension and where the effect 
of such purchase was to enable a co- 
operative to set up and to function 
eficiently, and carry service to unserved 
tural areas. Representative Lyle H. 
Boren of Oklahoma proposed the 
amendment to the Agriculture Appro- 
priation Bill so as to eliminate the effect 
of the ruling of the Comptroller Gen- 
eral. Boren said: 


Here is the point at issue. I sat on the 
committee that helped pass this act at the 
time it was passed, and participated in most 
of the subsequent considerations that have 
been given to the subject. The committee 
specifically wrote into the law that they 
could not buy established electrical systems 
in the large cities. We had one purpose 
when we created REA. We wanted elec- 
tricity carried to the farmer in the rural 
area, to the fellow who is not now getting 
electricity. There was no thought that the 
REA would be used to go in and buy up 
electrical systems and operate like a private 
industry, doing business for profit. Every 
nickel that the REA has spent has been used 
for buying electrical facilities in cities. 

We did recognize that there would be 
some small villages in a rural area, so we 
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authorized and let them buy in towns up to 
1,500 population. ... 

I do not believe this Congress ever thought 
for a moment when it voted REA appro- 
priations that that money was going to 
loaned to somebody to buy electrical facili- 
ties in some towns ranging in population 
anywhere from the size of Richmond, Vir- 
ginia, to Dallas or Houston, Texas, or what 
have you. Of course, these towns may not 
be that large, but they range from 10,000, 
my home town—we do not consider our- 
selves eligible at all to enter into a rural 
cooperative electrification program, within 
the city limits, I mean a town of 10,000 
people, but under this program they are buy- 
ing out towns right and left like that. 

The unfortunate thing about it is, in ad- 
dition to taking this money and diverting 
it away from the farmer for other purposes, 
they are buying out the “cats and dogs” of 
the electrical utility systems. They are buy- 
ing out the worthless ones. They will buy 
anything almost that is offered, and in many 
instances ... they have paid prices that have 
been in excess of any offers made by any- 
body else. They have even bought one sys- 
tem in excess of the price at which the sys- 
tem was first offered. 


EPRESENTATIVES W. R. Poage of 
Texas, Everett M. Dirksen of Illi- 


nois, and Malcolm C. Tarver of 
Georgia led the opposition to the Boren 
amendment. Poage said that he felt the 
House was in agreement on the purposes 
of REA—to bring cheaper electricity to 
rural homes, but added that if it is neces- 
sary in order to provide cheap elec- 
tricity to operate the systems in some 
small rural communities, “it seems to me 
it will be necessary in some instances 
that we acquire the facilities which 
cover small towns as well as the rural 
areas that surround them.” 

The REA has done that in 11 cases 
during its history, he said. These 11 
acquisitions involve 16 towns, 10 of 
which had populations less than 2,000, 
5 from 2,000 to 3,000, and one, a popula- 
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tion of 3,400. “That is the tremendous 
record of the REA in trying to become a 
big public utility, as the gentleman 
[Boren] would like to have us believe 
it is doing,” he added. 

Dirksen recognized the intention of 
the amendment was to conserve rural 
electrification funds for the farmers but 
contended that if there were no excep- 
tions farmers adjacent to communities 
larger than 1,500 might have to go with- 
out electricity, He based his opposition 
to the amendment on the interpretation 
of the REA law by the Comptroller 
General. 

Tarver also supported the interpreta- 
tion of the law by the Comptroller Gen- 
eral and said that in quite a number of 
areas where there were towns larger 
than 1,500 it was necessary for econom- 


ical operation that the distribution 
system of the town be operated jointly 
with the rural area. He added: “I think 
the Rural Electrification Administration 
has done a wonderful service for the 
agricultural population of this country, 
and I do not believe we ought to throw 
any monkey wrench into the machinery 
here which would interfere with the 
orderly operations of that organization, 
I realize it is under investigation now by 
a committee of the other body. Perhaps 
there may be some things about the way 
in which its business has been conducted 
which are subject to criticism. But if 
there are, they should be corrected legis- 
latively and not through consideration 
of an amendment which none of us 
heard read until a few moments ago, an 
amendment to an appropriation bill.” 





NRECA versus 


His the REA investigation had a 
sobering effect upon the National 
Rural Electric Codperative Association 
(NRECA)? Although publicly giving 
the impression that it is not greatly in- 
terested in the REA probe because it is 
not particularly involved, NRECA took 
some actions at its recent Chicago con- 
vention which indicate that perhaps it is 
concerned with what the U. S. Senate 
thinks about it: 


1. E. J. Stoneman, a Republican 
and prominent farmer of Platteville, 
Wisconsin, long identified with codp- 
erative movements, was elected pres- 
ident of NRECA to succeed Steve 
Tate, a Georgia Democrat. Tate is 
among a number of candidates seek- 
ing Democratic nomination for Con- 
gress to succeed B. Frank Welchel, 
who is not up for reélection, 


2. The NRECA bylaws’ were 
amended, effective at the next conven- 
tion, to provide for a national board 
of directors consisting of one director 
from each of the 48 states and to pro- 
vide for the election of one member of 
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the REA Probe 


a new national executive committee 
from each of the ten regions at annual 
regional meetings. Under the present 
system each region elects a member of 
the national board of directors with 
one director at large elected at the 
convention. 

3. The principal speakers at the 
recent convention were Senator Hugh 
Butler, Republican of Nebraska, and 
Governor Dwight H. Green, Republi- 
can of Illinois. 

4. The convention adopted a reso- 
lution pledging the codperation of the 
delegates to the Senate committee 
investigating REA and requested that 
the committee make printed copies of 
the proceedings available to all codp- 
erative members. 


Complaints heard frequently during the 
REA hearings were that NRECA was 
organized for the benefit of a few indi- 
viduals who desired to gain financially. 
It was also charged that politics moti- 
vated many of the actions of the or- 
ganization and that it played closely 
with the “New Deal.” It was further 


572 








ution 
ointly 
think 
‘ation 
r the 
intry, 
hue 
inery 
1 the 
ation, 
w by 
thaps 
| Way 
ucted 
ut if 
legis- 
ation 
f us 


ittee 
nual 
sent 
ar of 
with 

the 


the 
fugh 
and 
abli- 


WHAT OTHERS THINK 











Ws 


pe oe ane aS 


“SERGEANT CASEY INSISTS ON STRICT COMP 











COMPANY’S SAFETY RULES” 


contended that the board of directors 
did not represent the grass roots of the 
REA cooperative movement. 


f Bes election of Stoneman, a Re- 
publican, could be interpreted to 
some degree as a move to minimize the 
importance of testimony that plans were 
in the offing to use the organization as a 
means of increasing the influence of the 
“New Deal” upon the million-odd mem- 
bers of the codperatives. 

Amendment of the bylaws might be 
interpreted as indicating a sincere de- 
sire to turn the organization over to the 
States, with local codperatives to have 
more recognition in determining the 
policies of the national. 


Selection of Green and Butler as the 
principal speakers could be considered 
as an attempt to avoid any accusation 
that “New Deal” Democrats were in 
command. 

While the national organization as 
such has attempted to side-step any re- 
sponsibility for the REA investigation, 
the resolution of codperation adopted 
by the delegates to the convention indi- 
cates clearly that the individual codp- 
erative members want to put themselves 
in the clear so far as the Senate investi- 
gation is concerned and perhaps indi- 
rectly bring influence to bear on the 
national board of directors to keep its 
skirts clean in the future. 

It must be borne in mind that the ma- 
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jority of the states now have Republi- 
can governors and that undoubtedly the 
major portion of the cooperatives are 
operating in what is now -Republican 
territory—particularly in the Middle 
West. NRECA should be given due 
credit for all attempts to make its or- 
ganization truly nonpartisan with the 
principal purpose of serving the co-ops 
and their members. 
OVERNOR Green of Illinois told the 
delegates to the Chicago conven- 
tion he believed that in the field of post- 
war planning too little attention has been 
placed upon the needs and problems of 
agriculture. 

“Here in Illinois prior to 1936, our 
farmers had not had the advantage of 
electric service to any great extent— 
largely because it had not been avail- 
able,” he said, adding that now more 
than 135,000 farm families, or 65 per 
cent of the total in Illinois, are benefit- 
ing by electric service. Forty-nine thou- 
sand of these farms are being served by 
cooperatives, with 86,000 receiving serv- 
ice from private utility companies. He 
said he believed that rural electrification 
will be one of the greatest of postwar 
projects. 

Senator Hugh Butler of Nebraska de- 
clared: 

In many communities the REA codpera- 
tive enterprise is the largest business owned 
and controlled by the people themselves. 
Rural electrification holds no end of possibil- 
ity for the improvement of rural lighting. ... 
I am a firm believer in the constant, con- 
tinual development of electrical service to 
the rural communities of America. 
Eugene Casey, the presidential adviser 

who was criticized for injecting politics 
into a speech before the first convention 
last year, spoke again this year but his 
talk was nonpolitical. Except for calling 
the attention of the delegates to the fact 
that this administration is responsible 
for the REA program, Casey avoided 
politics. However, he did castigate big 
business and the private power industry 


and said that REA was the product of 
private power’s own neglect. 

William J. Neal, deputy REA ad- 
ministrator, outlined to the delegates the 
accomplishments of REA since its or- 
ganization in 1935. He said REA has al- 
lotted funds to 873 borrowers, of which 
853 are codperatives. At the present 
time, 1,906,167 farm families and other 
rural consumers are being served by 
391,551 miles of line and other electrical 
facilities. Thus far, REA borrowers 
have been advanced $379,592,354. 

Vincent D, Nicholson, REA counsel 
and deputy administrator, denounced the 
attitude of private utilities toward REA 
and added: “I look upon this program 
as involving two issues: First, the need 
of the American farmer for electricity 
and, second, the right of the American 
farmer to meet this need by his own 
effort in the traditional American spirit, 
a fair opportunity and a free enterprise.” 

Other speakers were Congressman 
John E, Rankin, Democrat of Missis- 
sippi; Congressman W. R. Poage, Dem- 
ocrat of Texas; I. H. Hull, president, 
National Cooperatives, Inc.; Dr. Carl C. 
Hutchinson, Ohio Farm Bureau Federa- 
tion; Mr. Tate; and Mr. Stoneman. 


very C. Moore, secretary of the 
NRECA, recently told delegates 
at the Wisconsin Electric Codperative 
convention he hoped that REA co-ops 
wouldn’t get ‘‘overambitious” in their ac- 
quisition programs. ‘“Let’s remember 
we are engaged in rural electrification 
programs and not in the private power 
business,” he said. 

Moore said, however, that he be- 
lieved “there are sinister, dangerous, 
and cleverly planned organizations by 
private utilities to take over REA co-ops 
when the war is over, but it is not our 
responsibility to condemn every private 
power company in business until we are 
convinced they are opposed to us. There 
may be some that are not opposed to us.” 

A. E. 
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—S. R. Bowen, 
Washington Attorney. 
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duct of SEC Favors Straight-line Depreciation 
conservative financial policy than has fre- 
quently prevailed in the past. We, therefore, 
believe that the change-over to straight-line 
depreciation accounting will afford a greater 
protection of the financial integrity of pub- 
lic utility companies and thereby strengthen 
their credit standing. 


EA ad- ycargragticnse depreciation account- 
ates the ing is favored by the Securities and 
its or- Exchange Commission over retirement 
. has al- or compound interest methods, The 
f which commission’s position was made clear in 
present a statement by Ganson Purcell, chair- 


d other man, before the committee on deprecia- "ee ogre the problems involved 


in the change-over from retirement 
to straight-line depreciation accounting, 
Chairman Purcell called attention to the 
fact certain spokesmen for the public 
utility industry have expressed consider- 
able apprehension lest the change-over 
be required in an unduly abrupt man- 
ner, with adverse effects upon the credit 
of the companies. He pointed out that it 
had been argued that the committee’s rec- 
ommendations would involve retroactive 


ved by tion of the NationalAssociation of Rail- 
road and Utilities Commissioners, which 
met in Chicago in March with repre- 
sentatives of state commissions. 
Chairman Purcell complimented the 
NARUC Committee on Depreciation 
“upon the great contribution which you 
have made to the literature on this im- 
portant subject” in the 1943 report. 
Chairman Purcell said the commission 
believed the committee had presented a 
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most comprehensive analysis of the prin- 
ciples of public utility depreciation and 
that painstaking effort had been made to 
avoid ambiguity and inconsistency. He 
continued : 


... 1 express the unanimous opinion of the 
Securities and Exchange Commission when 
I say that we agree with your principal con- 
clusions and recommendations. In particular, 
let me say that we believe that straight-line 
depreciation accounting for public utility 
companies is the most practicable and de- 
sirable method which has been suggested to 
date. We also feel that it is both practicable 
and sound to base straight-line computations 
on age-life studies of depreciable property as 
modified from time to time by actual expe- 
rience. 

We have considered the effects on investors 
and consumers of different methods of ac- 
cruing depreciation and we have concluded 
that, in addition to its other advantages, 
straight-line depreciation accounting affords 
greater financial stability to the business unit 
and greater financial security to the investor 
than retirement or compound interest meth- 
ods. As stated in Chap. IX of your report, 
the depreciation reserve under the straight- 
line method builds up more rapidly in the 
earlier years and indeed throughout the life 
of the enterprise than it does under the inter- 
est methods. Accordingly, the use of the 
straight-line method tends to reduce risks for 
investors. Furthermore, the direct financial 
effect of the larger straight-line reserves as 
compared with compound interest reserves is 
to reduce the amount of securities that would 
otherwise be outstanding against the assets 
of the enterprise throughout its. life. These 
are important advantages. They signify more 


features unfair to investors from the 
point of view of rate regulation. He 
summarized the objections of the various 
industry committees by quoting a memo- 
randum submitted by the depreciation 
committee of the Edison Electric Insti- 
tute: 


1. In accounting, the books of account would 
ordinarily be adjusted to conform with 
whatever theoretical computations are 
selected as “proper.” 

. In financing or reorganization cases, the 
adjusted reserve as above, or an equiva- 
lent theoretical reserve computation, 
would be used in determining the amount 
of securities permitted to be issued or to 
remain outstanding. 

. In rate-making proceedings, the theoreti- 
cally computed reserve would be used as 
the measure of depreciation in estab- 
lishing a depreciated rate base; and a cor- 
responding annual accrual on an age-life 
basis would be used in determining the 
allowed return. 

These statements appear to give inadequate 
weight to certain passages in your [NARUC] 
report which clearly reflect your judgment 
that the objective of correcting inadequate 
reserves should be approached with due re- 
gard for what is equitable and feasible under 
all of the circumstances of the individual 
case. 


Mr. Purcell said that while the three 
aspects of the change-over problem are 
interrelated, the Securities and Exchange 
Commission was concerned with ac- 
counting and financing phases, with 
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which it had had experience under the 
Holding Company Act. The commission 
has no rate-making duties, he said, add- 
ing Pe 
..As to the remaining aspects of the change- 
over problem—accounting and financing— 
our commission has taken into account the 
fact that there has been a substantial change 
in thinking as to proper depreciation prac- 
tices both on the part of the industry and 
the regulatory authorities. Accordingly, we 
have tended to require a gradual rather than 
an abrupt change-over to straight-line depre- 
ciation. 


The SEC chairman said that usually 
when a utility reorganization case is be- 
fore the commission, there are a number 
of financial and accounting matters re- 
quiring correction. He added: 


.. These may include inadequate depreciation 
reserves, inflationary items that must be 
eliminated, and excessive senior securities 
that must be scaled down. While there are 
certain objective standards toward which 
we aim, we have found as a practical mat- 
ter that we attain or fall short of our goal 
depending upon the ingredients with which 
we have to work in the particular case. The 
diversity of results reached, with respect to 
depreciation and debt ratios, for example, 
is due to the difference in practical obstacles 
from case to case. I may say that with the 
codperation of the companies concerned, the 
application of that method has been most 
successful. In all such cases, the more im- 
portant defects have been eliminated and 
where it has not been feasible to obtain an 
ideal financial structure immediately, provi- 
sion has been made for the transition to that 
goal over a period of years. 

In the case of debt financing it is usually 
customary to provide for a maintenance and 
depreciation fund in the mortgage indenture. 
Its purpose is to assure as certainly as pos- 
sible that the amount of net property secur- 


ing the mortgage will not decrease and there- 
by distort the ratios of bonds to net property 
contemplated i in the mortgage. 


! I® said that generally 15 per cent 

of gross revenues is specified as the 
amount which must be accounted for to 
the trustee of the mortgage for mainte- 
nance and depreciation, adding that un- 
der the increased revenues of the war 
period this percentage has resulted in a 
substantial increase of depreciation re- 
serves. He went on: 

.I think it should be realized, however, that 
while these indenture provisions generally 
serve the purpose for which they are in- 
tended, they are not, except as a matter of 
coincidence, the equivalent of a systemati- 
cally determined provision for depreciation 
and maintenance. 


The over-all figure for the private 
electric utility industry shows that de- 
preciation reserves increased from $1,- 
495,000,000 on December 31, 1937, to 
$2,306,000,000 on December 31, 1942, 
Mr, Purcell said. On the 1937 date, he 
added, such reserves were 10.8 per cent 
of the total plant account, and at the end 
of 1942 that ratio had been increased to 
15.5 per cent. With respect to rate-mak- 
ing procedure under the change-over 
from retirement to straight-line depre- 
ciation accounting, Mr. Purcell recom- 
mended to the commissions that they re- 
solve their problems by gradual approach 
and in a manner that achieves important 
improvements on a fair and equitable 
basis with lasting benefits to investors 
and consumers. 

—C. A. E. 





Rural Electrification 


| pei; companies and publicly 
owned regional utilities have been 
able to furnish electricity in rural areas 
because their organizations have been 
developed first to supply urban areas. 
This statement is contained in a progress 
report of the Rural Electrification Com- 
mittee for the Province of British 
Columbia. 
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in British Columbia 


“All rural electrification is, in some 
degree, an expansion of the established 
central station industry,” the report 
said, “and is made possible only by the 
internal subsidy element operating 
within the utility enterprise, supple- 
mented in some cases by government 
subsidies. Methods for improving the 
supply and availability of electric serv- 
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ice to rural areas of British Columbia 
will depend, therefore, upon the condi- 
tion of the central station industry in the 
Province.” 

The report showed that the average 
charge per kilowatt hour in the province 
under municipally operated systems is 
higher than under those operated by 
private companies and industrial organ- 
izations. This is due principally to the 
fact that the privately owned utilities 
serve a considerably greater percentage 
of the total number of customers and 
therefore are able to give service at a 
lower unit cost. Of the 206,723 custom- 
ers of electric service in the Province, 
38,227 are classified as rural, represent- 
ing 35.8 per cent of the rural popula- 
tion; but the report reémphasizes that 
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many of these rural customers could not 
be served at existing rates but for their 
proximity to and assistance from more 
densely populated areas. The report 
said: 


The numerous small consumers receive 
service below the actual cost, but because the 
general costs are allocated over many con- 
sumers, large and small, the cost to all-is less 
than it would be from an individual plant 
for each. Rural electrification is not a dis- 
tinct brand of utility business; it is the out- 
growth of the central station industry—the 
widening of the areas to which certain aver- 
age costs are applied. In a single city the 
utility applies average costs over a large 
number of consumers, large and small, to 
the advantage of all users. There is thus 
an element of internal subsidy in all electric 
utilities whereby certain groups of con- 
sumers subsidize other groups in order that 
the volume of business will produce lower 
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average unit costs, and yet permit the whole 
to be self-sustaining. An electric utility to 
serve rural areas alone cannot be self-sus- 
taining and provide. service at reasonable 
rates. 


_.. on the water-power re- 
sources of British Columbia, the re- 
port said: 


Many people think that because British 
Columbia has large potential water-power 
resources, every residential and business 
premises could be supplied with electricity. 
This does not necessarily follow. Though 
operating costs of hydro plants are low, they 
are offset by the high capital charges which 
have a permanent effect on the cost of the 
service. 

British Columbia undoubtedly has a great 
wealth of potential water power, but in gen- 
eral the possible developments are only 
economically feasible if a demand many 
times in excess of that required for central 
station service can be created within trans- 
mission distance. An industry or a large 
urban demand is necessary before such a 
development can be undertaken. 

This committee has investigated a num- 
ber of smaller potential water powers which 
it was thought might be fitted into the 
scheme, and finds that even under the op- 
timum conditions of location and possible 
demand the generating and tranmission costs 
—4.e., the costs at the distributing station— 
vary from 5 cents to 10 cents per kilowatt 
hour. The fixed charges of any such devel- 
opment must be carried from the date the 
plant is completed, and the costs per kilo- 
watt hour would be greatly in excess of the 
above figures until the market is fully devel- 
oped. 
On the other hand, Diesel power can be 
generated at the distributing station at costs 
approximating 3 cents per kilowatt hour, 
and the plant can be increased as demand re- 
quires. 

Our investigations have not disclosed a 
single instance where the demand which can 
be built up through rural electrification is 
sufficient to justify the development of any 
new hydro power. 

This does not detract from the potential 
value of water power to the Province. When 


sufficient demand is created by industry or 
by the additional requirements of an urban 
community, these water powers will be de- 
veloped and become a source of wealth. 

Water power, until developed, produces 
nothing, but when harnessed it continues to 
produce indefinitely. Hence the importance 
of developing all feasible water powers, 
when economic conditions permit. 


The water-power installation in the 
Province totals approximately 692,563 
horsepower. The water-power resources 
are estimated at 7,023,000 horsepower, 
on the basis of ordinary minimum flow 
of water, and 10,998,000 horsepower, 
based on the flow of the stream for six 
months of the year, 

The Rural Electrification Committee 
declared that the Dominion of Canada’s 
sales tax of 8 per cent on domestic elec- 
tric and gas service bills obviously adds 
8 per cent to the cost of electricity and 
is clearly discriminatory as between 
users and nonusers of electricity and re- 
tards electrification in small communi- 
ties and in rural areas, where costs are 
normally high. The Dominion income 
and excess profits taxes, the committee 
said, are even more discriminatory than 
the sales tax, for these apply only to 
privately owned utility companies. 

The committee made the general ob- 
servation that under both public and pri- 
vate ownership electric service in 
Canada has been extended beyond the 
point where the extensions are self-sup- 
porting. “Even the privately owned 
utilities, in an attempt to foster good 
public relations, have gone beyond the 
economic limit,’ the committee said. 
“Now further extensions of service 
must be assisted by the users in the more 
densely populated areas or by the tax- 


payers.” 
—C. A. E. 





“It is apparent ... that whatever success price control has attained 
may be credited to the codperation of business which voluntarily com- 
plied with regulations which could not otherwise have been enforced. 
Business has demonstrated its willingness to forego its présent rights 
to assure a postwar world of free enterprise, limitless opportunity, and 


the perpetuation of the democratic way of life. 
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—Jack B. WaLtaAcH, 
Writing in Nation’s Business. 
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The March of 
Events 


Power and Flood-control Bill 


HE new flood-control bill (HR 4485), in- 
E fot by Representative Whittington, 
Democrat of Mississippi, chairman of. the 
House Committee on Flood Control, contains 
several projects which would develop hydro- 
electric power. Four of these projects would 
be pushed by the Army Engineers as part of 
their early program: Raystown reservoir on 
the Raystown branch of the Juniata river, 
Pennsylvania, 54,000 kilowatts, $2,000,000 in- 
itial expense; the Allatoona reservoir on the 
Etowah river, Georgia, 33,000 kilowatts, esti- 
mated cost $14,400,000; a 15,000-kilowatt de- 
velopment on the Little Missouri river in 
Arkansas, estimated cost $3,800,000; the Whit- 
ney reservoir in the Brazos river basin in 
Texas, 30,000 kilowatts, estimated cost $15,- 


0,000. 

Also included in the eventual program would 
be various developments on the Arkansas and 
White rivers, three projects in the Ohio river 
basin, including a $37,970,000 development on 
the Youghiogheny tributary, and two larger 
reg developments in the Willamette river 
asin, 


Output to Tax Utilities 


Ts potential postwar output of electricity 
will be the largest in history and finding 
a market for surplus energy will be a chal- 
lenge to the industry after pent-up civilian de- 
mand is satisfied, C. W. Kellogg, president, 
told members of the Edison Electric Institute 
meeting in Chicago early this month. 

Total industrial production in 1943 of 55,- 
000,000,000 kilowatt hours was more than 
twice the amount produced in the boom year 
of 1929, but production for nonindustrial use 
in 1943 was lower than it has been since 1932 
and, with that exception, lowest for twenty- 
one years, he said. 

The largest civilian use of electricity was 
during 1941. To achieve that record again, a 
margin of growth three times as large as has 
ever occurred between any two past years 
or have to be shown, President Kellogg 
said, 

He based his conclusions on Commerce De- 
partment figures. 

“At the load factor prevailing in 1943 [61.5 
per cent, the highest on record] 55,000,000,000 
kilowatt hours per annum translates itself into 
10,000,000 kilowatts of generating capacity. 
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This great capacity may be whittled down by 
1,500,000 kilowatts by the resumption of solar 
time, and possibly by one or two more million 
considered desirable for increased margin of 
generating capacity over annual peak load. 
But the balance still represents all that the 
most ardent salesman could ask by way of 
available goods,” he said. 

Even though postwar residential and com- 
mercial sales should rise 50 per cent over the 
last four prewar years, the gain would repre- 
sent only one-tenth of the electric energy that 
the cessation of hostilities would release, he 
asserted. 

He predicted that economic pressure from 
the high wage scales produced by the war and 
from competition in world trade with coun- 
tries whose wage scales are lower than in the 
United States will push the United States to 
ever greater use of electric power in the fu- 
ture, to save human labor. 


FPC Approves Rate 


| Pacem Power Commission approval of a 
new Bonneville wholesale rate was an- 
nounced recently by Bonneville Power Admin- 
istrator Paul J. Raver. 

Northwest public agencies having no gen- 
erating capacity and purchasing substantially 
all of their power requirements from the 
Bonneville Administration will save from 15 
to 30 per cent on their power costs under the 
new E-2 wholesale rate, according to studies 
made by Bonneville’s rate section. 

“This new wholesale rate has been designed 
to encourage widespread developmnt in irri- - 
gation throughout the Northwest to help in- 
crease the region’s food production for war, 
and to stimulate reclamation and irrigation of 
land for peace,” Raver said. He said the E-2 
rate gives substantial reduction in bills for ir- 
rigation and drainage pumping service and 
provides wholesale service as low as 2.5 mills 
per kilowatt hour, depending on the number 
of hours of use. This is a reduction of ap- 
proximately 16 per cent below the old rate. 

The E-2 rate also is designed to stimulate 
other postwar uses for electricity, particularly 
in the field of home appliances and house 
heating. 

“We feel it is none too soon to place into 
effect new rates designed to encourage our dis- 
tributors to develop new power markets that 
can be expanded immediately following the 
war,” Raver stated. 
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Norfork Dam to Start 
Production 


Fk fgets dam, part of the government- 
sponsored White river basin hydroelec- 
tric project in Arkansas, is just about complete 
except for filling up of the dam’s reservoirs. 
Power generation is expected to start about 
July Ist, 

The White river basin in turn is a section 
of the contemplated Arkansas Valley Author- 
ity which would embrace southeastern Colo- 
rado, northeastern New Mexico, northern 
Texas, parts of Oklahoma and Arkansas, and 
a small section of southern Missouri. 

Norfork dam is to have a generating ca- 
pacity of 35,000 kilowatts and has been under 
construction for the past four years. With 
the start of operations a question is expected 
to arise as to what disposition may be made 
of its power output. 

The Arkansas Power & Light Company, 
subsidiary of Electric Power & Light Cor- 
poration, in turn controlled by Electric Bond 
and Share Company, has made a bid for the 
power and has offered to pay the same price 
which the chairman of the Federal Power 
Commission put in testimony when seeking 
congressional authority to construct the Nor- 
fork dam. 

The public power project’s management 
has proposed a power exchange plan to Ar- 
kansas Power & Light Company whereby the 
former would deliver its output to the private 
utility company and would contract for power 
generated by the latter. 

A problem is posed, however, by the fact 
that the Norfork dam has a load factor of 
only 30 per cent, this being the maximum per- 
centage of capacity at which it would be able 
to operate on an uninterrupted basis. The 
average load factor for the public utility in- 
dustry as a whole is approximately double this 
figure and to effect a power exchange on an 
equal basis the Norfork dam output would 
have to be combined with power from steam 
plants or other generating facilities in order 
to increase its output potentialities. 

In constructing the Norfork plant, the gov- 
ernment took over the hydroelectric power 
site of the White River Power Company, sub- 
sidiary of Arkansas Power & Light. The lat- 
ter still owns an unfinished power transmis- 
sion line which extends from Norfork to 
Ozark Beach in southwestern Missouri. From 
the latter point the line would connect with 
other facilities to transport electric power to 
the important tristate area, and it could be em- 
ployed to carry government power to the city 
of Springfield, Missouri, which is now consid- 
ering purchase of the local private utility’s 
properties, as well as to the Sho-Me codpera- 
tive in Missouri. 

Arkansas Power & Light Company has been 
unable to complete the Norfork-Ozark Beach 
power transmission line because of refusal of 


the War Production Board to allocate copper 
for the purpose. Since there are no govern- 
ment transmission lines leading to Norfork 
dam, it may be necessary to use the Arkansas 
Power & Light Company line for the purpose 
of transmitting the power. 


Gets Bill for Baruch Plan 


A BILL designed to put into effect and sup- 
plement the recommendations of the 
Baruch-Hancock report for postwar recon- 
version of the national economy without vio- 
lent declines in production or wide-scale un- 
employment was introduced recently by Sen- 
ator Joseph C. O’Mahoney, Democrat of 
Wyoming, on behalf of Senator Harley N. 
Kilgore, Democrat of West Virginia, chair- 
man of a subcommittee on war mobilization. 

Mr. Kilgore, during whose absence from 
the Senate the measure was introduced, termed 
it in a statement prepared in anticipation of 
its presentation, “a preliminary blueprint for 
the orderly transition from war to peace with- 
out major dislocations and disruptions.” It 
constituted, the statement set forth, a minimum 
program for total mobilization and adjust- 
ment. 

Congress, the statement read, “must now 
take the initiative in extending the functions 
of the Office of War Mobilization so that the 
momentum of full production attained during 
the war will not be lost in the difficult days of 
reconversion to peace.” 

The bill calls for the enlargement of the 
OWM, the establishment in it of a bureau of 
postwar programs and a work administration 
to draw up and promote a system of recruit- 
ment, training, transfer, and placement of 
servicemen and civilian workers. Interim pay 
would be standardized at $20 a week with ex- 
tra dependency allowances up to $15 for three 
or more dependents. 


Five-justice Quorum Proposed 


TTORNEY General Francis Biddle asked 

Congress early this month to reduce the 
statutory quorum of the United States Su- 
preme Court from six to five justices. In his 
annual report to Congress, Mr. Biddle said 
that a pending bill to fix a quorum at five 
justices “rests upon sound historical prece- 
dent.” 

Because of the present statute, he said it 
has been impossible for the court to hear a 
case involving a decision of the U. S. Circuit 
Court of Appeals upholding the constitution- 
ality of the so-called death sentence provisions 
of the Public Utility Holding Company Act of 
1935 (North American Company v. Securi- 
ties and Exchange Commission). 

Mr. Biddle also told Congress that it has 
been impossible for the Supreme Court to hear 
an appeal by the government from a decision 
by a district judge for the southern district of 
New York in the case of the United States v. 
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Aluminum Company of America. He called it 
“one of the most important antitrust cases 
since the enactment of the Sherman Act.” 

“In each of these cases six justices who do 
not feel themselves disqualified are unavail- 
able, but a common law quorum of five could 
probably be obtained,” Mr. Biddle wrote. 

He called attention to the fact that from 
1789 to 1863 cases could be handled by a com- 
mon law quorum, a majority of the court. The 
jdea of a quorum of six, he said, originated in 
1863, when the court was increased to ten 
members, and it has remained in the law de- 
spite the reduction of the court to nine justices. 


Ordered to Sell Properties 


CY HE Securities and Exchange Commission 
recently ordered the Federal Light & 
Traction Company to dispose of either its 
Tucson, Arizona, or its New Mexico prop- 
erties under geographic simplification provi- 
sions of the Holding Company Act. 

In ordering Federal to “sever all relation- 
ships” with Tucson Gas, Electric Light & 
Power Company, Tucson Rapid Transit Com- 
pany, and Stonewall Electric Company, the 
commission offered the holding company an 
alternate plan providing for the retention of 
the Tucson properties and Deming (New 
Mexico) Ice & Electric Company. Jurisdic- 
tion was reserved over further consideration 
of the retainability of Tucson Rapid Transit 
and Deming. 

Under the alternate plan, the New Mexico 
properties—Albuquerque (New Mexico) Gas 
& Electric Company, Las Vegas (New Mex- 
ico) Light & Power Company, New Mexico 
Power Company, and Trinidad (Colorado) 
Electric Transmission, Railway & Gas Com- 
pany—would have to be relinquished from 
Federal’s system. 

“Although the Tucson Company cannot be 
retained together with the major New Mexico 
properties of Federal, Federal might wish to 
delegate the Tucson Company as its principal 
system and elect to make appropriate disposi- 
tions of the remainder of its properties,” the 
SEC opinion said. 

Federal’s voluntary plan, filed on December 
20, 1943, proposed that Federal, together with 
its subsidiaries operating in Arizona, New 
Mexico, and Colorado, be merged into Tucson 
Gas. The company also announced its inten- 
tion to retire all its outstanding preferred 
stock by payment of the liquidating value of 
$100 per share and disposition of the three sub- 
sidiaries operating in Missouri and Wyoming. 


ODT Head Appointed 


RESIDENT Roosevelt on April 4th appointed 
; Colonel J. Monroe Johnson of South Caro- 
lina to be director of the Office of Defense 
Transportation to succeed the late Joseph B. 
Eastman. 
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Colonel Johnson is a member of the Inter- 
state Commerce Commission, as was Mr. East- 
man, and while it was not made immediately 
clear whether the new ODT director would 
retain his ICC post, it was presumed that he 
would, since Mr, Eastman held both positions. 
Brigadier General Charles D. Young had been 
serving as acting director of ODT. 

The new director is sixty-five years old and 
a civil engineer. He served as a volunteer in 
the Spanish-American war and rose from 
major to colonel. He was chief engineer of 
the Rainbow division overseas in the last war. 


Agrees to Rule in Rate Case 


= HE United States Supreme Court has de- 
cided to review and determine the issues 
in the Hudson & Manhattan Railroad Com- 
pany fare case involving an order of the Inter- 
state Commerce Commission granting a fare 
increase to 11 tokens for $1 or 10 cents cash 
from an 8-cent fare, 

The commission, previous to its most re- 
cent order, had allowed an increase from 8 
to 9 cents. The company contended it was un- 
able to collect 9 cents because of its fare box 
arrangement and had been losing $1,000 a day 
on account of it. 

The increase to 11 tokens for $1 or 10 cents 
cash was contested by the city of Jersey City, 
Stabilization Director Fred M. Vinson, and 
Price Administrator Chester Bowles. 


Quebec Acts to Buy Utility 


AS lively debate, the Quebec legislature 
by a vote of 37 to 10 on March 31st passed 
the government bill expropriating the electric 
and gas distribution system of Montreal Light, 
Heat & Power Consolidated as a first step 
toward setting up a Quebec hydroelectric com- 
mission. 

The bill provides for expropriation on the 
basis of public service board valuations, or $14 
a share. The company, however, does not ac- 
cept this valuation and was said to be prepared 
to carry the case to the privy council if nec- 
essary. General expectation was that, for po- 
litical reasons, a settlement reasonable from 
the stockholders’ point of view would be 
reached as the shareholders are largely promi- 
nent Quebec citizens and religious institutions. 

The reason given for the expropriation was 
that it would secure lower power costs, but the 
government opponents contended that this was 
a mere electoral promise. 

It was admitted, however, that the transfer 
to public ownership could permit an 11.7 per 
cent rate cut on the 1939 oat of operation, 
or 24.4 per cent on the 1943 basis through the 
saving of taxes and dividends. As a private 
company, MLH&P pays approximately $7,- 
500,000 in Dominion and provincial taxes. This 
sum would be shifted from electric consumers 
to the taxpayers as a whole. 
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To Receive Amount Invested 


hp agg sec of the Compania Colombiana 
de Electricidad, subsidiary of the Amer- 
ican & Foreign Power Company, involved a 
payment equal to the company’s investment in 
the entire region served, it was learned re- 
cently. 

Word was received at the offices of Amer- 
ican & Foreign Power in New York that con- 
ditions had returned to normal in the city of 
Cali, Republic of Colombia, where a consumer 
strike had been in progress. The strike, it was 
stated, was incited by local political agitators 
when the company attempted to put into effect 
a rate schedule which had been approved by 
the public utilities section of the Department 
of National Economy in 1941. 

The new rates, it was pointed out, had al- 
ready been made effective and accepted in prac- 
tically all of the other cities of Colombia in 
which the company operates, but had been de- 
layed in Cali pending completion of a new 
hydro development. 

The rate schedule in question was applied on 
January Ist last but met with opposition on the 
part of agitators. A fortnight before the strike 
was called on March 27th, the city council of 
Cali appointed a commission to ask the com- 
pany if it would sell its properties, and the 
company offered to do this through a com- 
munication submitted to the council on March 
29th. 

The terms involved a payment equal to 
the company’s investment in the entire region 


served. The council thereupon approved a 
resolution calling for the expropriation of the 
property. 


Britain Cuts Power and Gas 


| gree ys reduction of industrial electricity 
and gas due to coal mine strikes threat. 
ened early this month to cut the production of 
British factories on the eve of the western 
European invasion. 

Both war and nonwar plants were under- 
stood to be affected by government orders im- 
mediately reducing industrial electric supplies 
10 per cent, and gas 25 per cent, because of 
strike-induced shortages of coal, from which 
power and gas are produced. 

Industrialists said they would try to econ- 
omize still further on lighting and heating, but 
some quarters said this was sure to be in- 
sufficient, and it was feared thousands of fac- 
tory workers would have to work shorter 
hours. 

The government also announced that to save 
power, public transportation in northwest Eng- 
land would be reduced 20 per cent. 

The fuel administration, which ordered the 
reductions, declined to estimate what effect 
this would have on factory output, but ex- 
pressed hope it would help persuade strikers 
to return to the mines. 

In making the cuts in power and gas, the 
fuel administration emphasized what it called 
“the gravity of the situation caused by the fall 
in coal production.” 


® 
Alabama 


Ruled “Public Utility” 


Hous that a company which sells butane 
gas to more than 1,000 customers in the 
Mobile area was a “public utility,” the state 
public service commission recently ordered the 
concern to apply for a certificate to do busi- 
ness under state laws, or cease operations. 
The case was regarded as a test of the com- 
mission’s authority over butane distributors, 
and Commissioner Gordon Persons predicted 
the litigation would be carried into high 
courts. The company, Green’s Fuel of Florida, 


Inc., was given fifteen days within which to 
comply with the order. 

Persons explained that the state attorney 
general recently ruled that such concerns were 
without the commission’s jurisdiction, but that 
the ruling later was withdrawn pending a com- 
mission hearing, held February 24th. 

While the order was directed to the Florida 
concern, Persons said the final outcome might 
affect operations of 15 companies now selling 
butane gas in Alabama, in or around Birming- 
ham, Montgomery, Decatur, Greenville, Selma, 
and other cities. 


Arizona 


Power Authority Act Signed 


(so Sidney P. Osborn last month 
signed into law the Arizona Power Au- 
thority Act of 1944, enacted by the second 
special session of the sixteenth Arizona legis- 
lature. It was the last of the legislative meas- 
ures to be acted on by the executive. 
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In approving the bill, Governor Osborn sent 
a letter to Secretary of State Dan E. Garvey 
in which he objected to provisions in the law 
which would protect the contracts now held by 
the Salt River Valley Water Users’ Associa- 
tion and the Central Arizona Light & Power 
Company for Colorado river power. 

His reference was to the controversial 


582 





Proved a 
on of the 


Gas 


lectricity 
*S threat. 
uction of 

western 


e under- 
ders im- 
supplies 
Cause of 
n which 


to econ- 
ting, but 
> be in- 
of fac- 
shorter 


to save 
st Eng- 


red the 
t effect 
Dut ex- 
strikers 


‘as, the 
: called 
he fall 


THE MARCH OF EVENTS 


amendment which caused a deadlock on the 
bill before it was finally adopted by the legis- 
lature. 

“The obvious purpose of this amendment 
when introduced was to place a barrier be- 
tween the people of Arizona and their own 
electric power and to compel them to purchase 
power through existing distributors,” the gov- 
ernor said, “whereas, the purpose and intent 
of the people is to liberate our citizens from 
the clutches of the entrenched and selfish 
power interests.” 

However, Governor Osborn viewed enact- 
ment of the measure, “inadequate as it is,” a 
forward step in the “movement of the people 
of Arizona toward success in their struggle 
to derive benefit from hydroelectric energy 


now generated and to be generated from the 
Colorado river.” 

“Although this measure, as amended and 
approved by the legislature, represents only a 
partial advance, it does establish the basis upon 


‘which the fight for public power can and will 


be continued,” the governor said. 

He added the law “culminates a long strug- 
gle for public power and emphasizes the trend 
of public opinion against entrenched mo- 
nopoly.” 

Under the law, the governor will appoint 
members of a commission to administer the 
power authority. He indicated one of the com- 
missioners would be M., J. Dougherty, Phoenix 
lawyer, head of the Colorado River Power 
Association. 


~ California 


WLB Disapproves Raise 


TS regional War Labor Board recently 
disapproved the proposed 5 cents an hour 
increase for San Francisco’s Municipal Rail- 
way platform men and women. The vote was 
8 to 4, public and industry members filing the 
majority report, with the four labor members 
dissenting. 

A raise for the carmen at this time “is not 
justified under wage stabilization rules,” ac- 
cording to the industry members, “and is in 
conflict with the policies of this board,” ac- 
cording to the public members’ report. 

The regional War Labor Board’s statement 
was contained in a letter to Mayor Lapham in 
reply to his request “for advice.” The letter 
quoted four requirements to be met: malad- 
justment, substandards, gross inequities, and 
the necessity to aid in the effective prosecution 
of the war, 

Action by the board of supervisors on 
March 3lst in overriding Mayor Roger D 
Lapham’s veto of the increase in pay for em- 
ployees of the Municipal Railway will cost the 
city $218,223 per year, it was estimated by city 
officials. This cost to the taxpayers is in addi- 
tion to the $1,200,000 added to civil service pay 
lists by the salary ordinance to which the street- 
car raise amendment was attached. 


Mayor Lapham in his veto message, which 
he read to the board of supervisors, cited that 
the requested increase for streetcar men was 
contrary to the considered opinion of the civil 
service commission, and contrary to the opin- 
ion of the tenth regional War Labor Board. 


Rail Purchase to Go on Ballot 


TS San Francisco board of supervisors, 
by a vote of 10 to 1, last month voted to 
submit to the people at the May 16th election 
a charter amendment providing for the pur- 
chase of the Market Street Railway for $7,- 
500,000, with a down payment of $2,000,000, 
the remainder to be paid from earnings of the 
Market Street Railway. 

Supervisor Uhl, casting the only opposing 
vote, declared the deal would mean a cost to 
the city of $8,650,000, because of the necessity 
of buying 481 new cars. To rebuild the line, 
he said, would cost $12,000,000 and a bond is- 
sue of $20,000,000 to cover all costs would be 
necessary. 

He quoted E. G. Cahill, manager of public 
utilities, as having said in 1938 that to rebuild 
the line would cost more than $10,000,000, and 
as having declared two years ago he “wouldn’t 
have the line as a gift.” Cahill now is advocat- 
ing purchase of the system. 


= 
Kentucky 


Commission Secretary Named 


BF gen E. Barnes, Hopkinsville, recently was 
appointed secretary of the state public 
service commission, succeeding Marvin Eblen, 
Henderson.. The appointment was effective 
April lst, when Barnes was replaced by Har- 
vey A, Babb, Mount Sterling, as executive di- 
rector of the state unemployment compensation 


commission, an appointment made last month 
by Governor Simeon Willis. 

Barnes was named by a two-thirds vote of 
the commission, Chairman J. J. Greenleaf and 
Commissioner Jack Wilson, Democrats, voting 
for him. 

Commissioner T. B. McGregor, Republican 
member, voted for Prentice O’Rear, a Frank- 
fort Republican leader. 
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Maryland 


Supreme Court Upholds NLRB 


HE field of operation of the National 
Labor Relations Act appeared broadened 

by the U. S. Supreme Court’s refusal on April 
3rd to review a National Labor Relations 
Board order against a company which op- 
erates entirely within a state but whose activi- 
ties were held to “affect” interstate commerce. 
The court, by its refusal, gave effect to an 
order directing the Baltimore Transit Com- 
pany—and the Baltimore Coach Company, 
which it controls—to disestablish an inde- 
pendent union alleged to be company domi- 
nated, to reinstate several discharged workers 
and grant them back pay, and to reimburse em- 
ployees for dues checked off from their wages. 
The companies, which operate transporta- 
tion facilities serving Baltimore and its en- 
virons, contended the labor act did not apply 
to them because their business was entirely 


intrastate. The board contended that the com- 
pany obtains electric power over interstate 
lines and, as evidence that its activities affect 
interstate commerce, that it transports workers 
to war plants which were disrupted when a 
strike of transit employees occurred, 

The Baltimore Transit Company on April 
6th announced “it is ready and willing to bar- 
gain with any union that may be certified as 
representing a majority of its employees.” At 
the same time, the company denied that it is 
dominating or interfering in any way with the 
Brotherhood and Union of Transit Employees. 

Officials of the Amalgamated Association of 
Electric Street Railways and Motor Coach 
Employees, AFL, have’ charged before the 
NLRB that the brotherhood is a “successor” 
to the old Independent Union of Transit Em- 
ployees, which the NLRB held company 
dominated, and that the new union is also com- 
pany dominated. 


Missouri 


To Fight “Excessive” Rates 


HE city of St. Louis will fight for a re- 
duction in the “excessive” rates charged 
by the Union Electric Company of Missouri 
when the matter comes before the state pub- 
lic service commission for determination, al- 
though it was undecided as to intervention in 
the case pending before the Federal Power 
Commission, it was learned recently. 
Attorney General Roy McKittrick on April 
3rd filed a petition to intervene in the case be- 
fore the FPC, in which the Union Electric 
Company seeks approval of its proposed pur- 
chase of the properties of the Laclede Power 
& Light Company, its only St. Louis competi- 
tor. McKittrick charged that the merger 
would result in a monopoly in the city which 
would lead to an unjustified increase in rates. 
Mayor Aloys P. Kaufmann and City Coun- 
selor Joseph F. Holland said that if the sale 
is approved, it will then become a matter for 
the state public service commission to fix the 
rates. “At that time the city will stand upon 
the objections previously filed with the public 
service commission,” Holland said. 
When the city first intervened in the pur- 
chase case when approval of the state com- 


mission was being sought in the fall of 1942, 
it took the stand that the Union Electric Com- 
pany “is earning an excessive rate of return 
upon the value of its property devoted to the 
public service, and for this reason its rates 
should be reduced.” 

As to the city’s intervention in the case now 
before the FPC, Mayor Kaufmann said “I 
will have the city counselor’s office inquire 
into the situation to determine whether or not 
the city should interest itself.” 


Gas Refund Nearly Completed 


LB recs dag of a refund of $1,497,000 in 
excessive charges for gas to domestic 
and commercial consumers of the Laclede 
Gas Light Company has been virtually com- 
pleted, it was reported recently. 

The refund dates from 1934, when the state 
public service commission ordered a 6 per cent 
reduction in rates. The excess amount was col- 
lected by the company but impounded. It was 
decided in November, 1941, that the impound- 
ed fund should be returned to the customers, 
but there were various factors of delay and 
> anata was not started until last June 

th, 


ae 
Nebraska 


Power Rate Cut 


N™ electric rates for Hastings, effective 
on the May Ist billing, are expected to 
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result in a saving of $32,129 for patrons of 
the municipal plant. 

The new rates, recommended by the board 
of public works and approved by the city 
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council, will cut the annual commercial bill 
$10, 056 and the power bill $11,957, based on 
1943 consumption. 

The rate for the first 50 kilowatts to resi- 
dential users was cut from 4.5 cents to 4 cents. 
Andy Reiff, water and light plant superin- 
tendent, said the reduction, based on 1943 sales, 
will save residential users $10,114. 


Power Measures Approved 


T HE state legislature closed its special ses- 
sion at Lincoln on April 7th, passing three 
bills before adjourning. The session started 
on March 27th and lasted eleven days. The 
last three bills to pass were LB 1, soldier vote 
bill, main purpose for which the session was 
called; LB 2, statute revision; and LB 5, sec- 
ond public power measure. 

As soon as the bills were passed they were 
taken to Governor Griswold who immediately 
signed them. The soldier vote bill received 41 
afhrmative and no negative votes. LB 2 passed 
39 to 0, and LB 5, 31 to 3, with Senators 
Doyle, Garber, and Sorrell being the dis- 
senters, The governor earlier signed the other 
three measures, LB 3, 6, and 4. All of the 
bills with the exception of LB 1 passed with 
the emergency clause and became effective at 
once. 
Voting 7 to 2, the public works committee of 
the state legislature on March 30th sent the 
two public power bills, LB 3 and 5, to general 
file: Members of the committee indicated by 
their comment that they were not sure the bills 
were needed but that they considered them of 
sufficient importance to warrant them going 
to the floor of the legislature for discussion 
and consideration. Some of the committee 
members had hoped to kill the bills in commit- 
tee and thus head off any power fight which 
might prolong the special session. 

The only opposition to LB 5 came from Ed 
Lusienski, Columbus, representative of the 
Loup River Public Power District, who also 
opposed LB 3. 

Bernard Stone, Omaha, representing the 
people’s power ownership committee, asked 
for an amendment in LB 3 which would elimi- 
nate the provision that new bond issues must 
be submitted to public bid. He argued that 
the inclusion of new bond issues in the bill 
might handicap the people’s power commission 
in acquiring the property of the Nebraska 
Power Company. The committee, however, 
took no action on his proposal. 

It did adopt the amendments suggested on 
March 29th by the Consumers Public Power 
District with one exception. The district had 
asked that if no bids are received on a bond 
issue that districts be permitted to then nego- 
tiate for their sale. The committee amended 
that to read: “If not more than one bid is re- 
ceived,” then districts can negotiate. A few 
other minor changes were made. 

Senator Raecke, introducer of LB 3, was 


THE MARCH OF EVENTS 


585 


asked for his view on the suggestion made by 
Stone. He said that he did not concur and 
that he believed the people’s power commis- 
sion — receive bids on any bonds it wanted 
to se 

Senator James H. Anderson, of Scottsbluff, 
introduced LB 5, which provides that no pub- 
lic power district shall pay a fiscal agent on a 
fee based on a “cost plus” contract and that 
no district shall pay such agent more than 
$10,000 unless approved by a two-thirds vote 
of the board of directors. 

Governor Griswold on April 4th said the 
injunction suit he had filed against Consum- 
ers Public Power District would probably be 
dropped. 

“As far as I know, enough will be accom- 
plished in the bills (LB 3 and LB 5, now in 
third reading before the special legislative ses- 
sion) to take care of the injunction, but I will 
have to talk it over with the attorney general.” 

The injunction suit was filed by Attorney 
General Walter Johnson after the governor 
had been informed by directors of Consumers 
that they planned to go ahead with plans to 
sell a $43,000,000 refunding issue privately. 


Franchise Approvals 


ces voters approved, 1,248 to 441, a 
nonexclusive 25-year franchise to the 
Iowa-Nebraska Light & Power Company, 
which proponents said would result in reduced 
rates, it was reported recently. 

McCook voters also approved a franchise, 
an overwhelming 406 to 23 majority favoring 
the Platte Valley Public Power franchise. 


End Utility Fight 


arse voters by almost 3-to-2 margin 
voted on April 4th to proceed with con- 
demnation of Consumers Public Power Dis- 
trict’s electric distribution system in that city, 
almost complete returns showed, 

The Kearney public power issue was the 
most controversial in the several municipal 
and village elections held April 4th and had 
been kept lively by a series of paid advertise- 
ments by both sides. 

With only one of the eight precincts un- 
counted, the vote was 1,298 to 862 in favor of 
condemnation. 

The vote apparently decided a lengthy con- 
troversy originating when on April 7, 1942, 
the voters favored condemnation by a slender 
977 to 950 margin. In 1943 they reversed 
themselves, voting 1,416 to 856 against issuing 
revenue bonds for the condemnation, but the 
city subsequently proceeded to issue general 
obligation bonds, which already have been sold. 
Meanwhile, the district court had ruled 
against a Consumers request for a temporary 
restraining order and permanent injunction to 
prevent the city from proceeding with con- 
demnation. 
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New York 


Loses on Merger 


HE state public service commission on 

March 3lst denied the Niagara Hudson 
system’s petition for reconsideration of the 
commission’s refusal to permit merger of six 
of the system’s operating utilities and one 
holding company into a single operating unit. 
It held that the companies had not modified 
their plan or offered to submit further evi- 
dence that would justify reopening of the 
proceeding. 

The utilities “are still thinking in terms of 
perpetuating the errors and inadequacies of 
the past and are unwilling to face the factual 
realities of the present,” the commission said 
in a memorandum. 

Earle J. Machold, president of the corpora- 
tion, on April 11th informed stockholders an 
appeal would be taken to the state courts. 

In rejecting the plan for consolidation on 
January 21st the public service commission 
stated that the companies had not shown that 
it would benefit customers and asserted that 
the proposal involved issuance of securities 
in excess of the companies’ assets. 

The petition for a rehearing was based 
chiefly on alleged errors of the commission 
and the assertion that the state body lacked the 
right to require that the plan be in the public 
interest, the commission said. 

The commission, noting the new petition, 
stated the applicants had modified the plan by 
a reduction of approximately $14,500,000 in 
the common stock of the Niagara Falls Power 
Company, held “this would not materially 
change the situation.” 


CIO Defeated 


HE Congress of Industrial Organizations 
"FF eutieen a defeat i in its efforts to unite in- 
dependent unions in the electric, gas, power, 
and allied fields into a single ‘utility union 
when members of Locals 1 and 2 of the 
Brotherhood of Consolidated Edison Em- 
ployees last month voted against affiliation with 
the CIO by 5,174 to 3,651 
Although the voting was limited to em- 
ployees of the New York Edison Company, 
officials of the independent union covering all 
branches of the Edison system said it was un- 
likely that further balloting would be held 
in other locals. 


Landlords Lose Suit 


roe Judge John Bright on April 4th 
dismissed an action brought by the Shafe- 
craus Realty Corporation for itself and “all 
other landlords affected by an order of the Of- 
fice of Price Administration reducing the 
maximum rents due to discontinuance of bus 
service.” OPA had held, after free bus serv- 
ice was discontinued under orders from the 
Office of Defense Transportation, rentals on 
apartments whose occupants had hitherto re- 
ceived the accommodation should be reduced. 
In granting the OPA’s move for dismissal of 
the action, the court pointed out that the Su- 
preme Court had upheld the validity of the 
rent regulation and that Congress had with- 
drawn jurisdiction over such matters from 
the Federal court, so that the landlords’ rem- 
edy was with “some other tribunal.” 


Oklahoma 


Tighter Utility Control Urged 


W J. ARMSTRONG, minority member of 
the state corporation commission, re- 
cently proposed to Governor Kerr that posi- 
tions of attorneys for the corporation commis- 
sion be abolished and one be appointed by the 
governor. 

Armstrong declared the “five or six law- 
yers” of the commission cannot do anything on 
their own motion and in order to hold their 


jobs must sit around and await orders of the 
commission majority. He suggested legisla- 
tion to abolish the positions and employment 
of one attorney, appointed by the governor, 
who could institute rate hearings on his own 
motion. 

Governor Kerr would not comment on the 
proposal at the time, 

Armstrong wrote the governor he agreed 
with him that freight and utility rates should 
be reduced to encourage industry. 


Oregon 


Utility Appeals Reduction 


ib i md Portland General Electric Company 
last month filed appeal in the state su- 
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preme court at Salem from the recent order 
of Circuit Judge George Duncan, Marion 
county, upholdin ng the order of Public Utilities 
Commissioner George Flagg reducing the 
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rates of the electric company approximately 
10 per cent. 

The supreme court later granted a tem- 
porary injunction restraining the utilities com- 
missioner from placing the rate reduction 
order in operation pending hearing of the ap- 
peal before the high court. The application 
for a temporary injunction was presented to 
the supreme court without argument of the 


opposing attorneys, according to reports. 
Prior to filing the appeal Judge Duncan dis- 
missed the Portland pode Electric Com- 
pany’s case in the Marion County Circuit 
Court and dissolved the lower court injunc- 
tion. The electric company, at’ the time of fil- 
ing its appeal, posted a bond of $60,000 to pro- 
tect the electric ratepayers provided the case 
eventually is decided against the company. 


Tennessee 


City Tax Attacked 


Co A. E. Mitchell granted a tem- 
porary order on March 3lst to the South- 
eastern Greyhound Lines and the Atlantic 
Greyhound Lines enjoining the city of Knox- 
ville from collecting $15-a-year taxes on 
busses as imposed by a recent city ordinance. 
The injunction was granted upon the filing of 
$1,000 bond by each company. 

The petition challenged the authority of the 
city to impose such a tax and described it as 
discriminatory because it applies to interstate 
carriers in the same manner as it does the 


local street railway compafiy and local truck 
carriers. 

It further alleged the only ground upon 
which such a tax could be levied would be as 
a contribution to the upkeep of the roads, The 
Tennessee state law, however, provides for 
this tax, and the state in turn contributes to 
the upkeep of the roads. 

Meanwhile, collection of the city tax from 
members of the Tennessee Motor Transport 
Association’s “common carriers” was being 
held in abeyance pending a survey of the num- 
ber of trucks affected, City Manager George 
R. Dempster reported. 


Utah 


To Swap Power 


CONTRACT under which the Geneva steel 

plant, which has a 50,000-kilowatt electric 
generator, and Utah Power & Light Company 
will furnish each other with emergency 
stand-by power up to 10,000 kilowatts, was 
approved recently by the state public service 
commission. The power will be sold on de- 
mand at 5 mills per kilowatt hour, either way, 


while any power other than emergency power 
which is sold will be “in accordance with 
schedules of quantity and time and at rates to 
be agreed upon from time to time between 
the parties in advance.” 

The contract, by means of which the 
Geneva power plant is interconnected with the 
4,500,000-horsepower Northwest power pool, 
will continue for the duration of the war and 
ninety days thereafter. 


Wisconsin 


City Rejects Purchase 


Mi A208 voters on April 4th rejected a 
plan to purchase the Madison Gas & 
Electric Company for $11,000,000 and bond 
the city for an additional $500,000 to pay the 
promoters’ fee of $137,000 and finance future 
improvements. 

The vote, after one of the bitterest cam- 
paigns in Madison’s history, was 6,955 for ac- 
Quisition and 12,940 against. 

Mayor Kraege expressed belief that the 
referendum result would compel termination 
of the city’s negotiating contract with Stifel, 
Nicolaus & Company, Chicago bond house en- 

aged by the common-council a year ago on a 
ee basis. 


The contract provided for “voluntary” 
negotiations, after several bond houses, includ- 
ing Stifel, Nicolaus & Company, had ap- 
proached Madison officials with offers to rep- 
resent the city, claiming the utility would be on 
the market soon as the result of an order by 
the Securities and Exchange Commission, 

Stifel, Nicolaus & Company, however, were 
unable to obtain a sale offer from the Amer- 
ican Light & Traction Company, and Alder- 
man Stuart Becker sponsored a resolution last 
December to terminate the contract. When the 
negotiating firm threatened suit, however, the 
common council sidetracked Becker’s resolu- 
tion and ordered the referendum to “place the 
city in position” as a purchaser if the SEC 
should order a sale by the holding company. 
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The Latest. 
Utility Rulings 


“Rate Adjustment Plan’ Approved by 
New Jersey Board 


HE New Jersey Board of Public 

Utility Commissioners, after in- 
quiring into the reasonableness of elec- 
tric rates of the New Jersey Power & 
Light Company, concluded that existing 
rates were unjust and unreasonable and 
that a proposed method of rate regula- 
tion, identified as the “rate adjustment 
plan,” should be established, subject to 
the company’s acceptance of the order. 
The purpose of the plan is to establish 
and maintain just and reasonable rates 
by providing definitive rules, standards, 
and procedures which shall constitute the 
sole basis whereby the return to the com- 
pany’s electric department shall be sub- 
ject to annual review, and adjustment 
when adjustment is required by the pro- 
visions of the plan, in accordance with 
the operating results experienced during 
each preceding calendar year, referred 
to as “test year.” 


The theory of the plan is that the in- 
terest of both the customer and investor 
is best subserved by an arrangement 
which will provide for sharing profits or 
deficits over or under an agreed basic 
rate of return upon an agreed rate base. 
The incidental rate adjustment process is 
to be gradual through cushioning or 
shock absorber effect of a so-called stabi- 
lizing reserve. 

The basic rate of return is to reflect 
some consideration of general market 
conditions with respect to equity capital. 
The basic rate of return to be determined 
by each successive test year is the sum 
of the debt capital component, preferred 
stock capital component, and equity cap- 
ital component. 

All of these terms are defined in the 
plan, as well as other terms such as 
“earnings-price ratio.” Re New Jersey 
Power & Light Co. 


e 


Property Cost in Excess of Original 
Cost Properly Amortized 


HE order of the Federal Power 
Commission, in (1942) 46 PUR 
(NS) 131, requiring Pacific Power & 
Light Company to eliminate an amount 
laced in Account 100.5, Electric 
lant Acquisition Adjustments, has been 
sustained by the United States Circuit 
Court of Appeals for the Ninth Circuit. 
The company had contended that the 
amount should remain in this account, 
but the commission ordered that it be 
amortized by annual charges to income 
over a 10-year period beginning in 1942. 
This amount had its genesis in acquisi- 
tion of numerous small and scattered 


APR. 27, 1944 


electric utility properties in the Pacific 
Northwest, the great bulk of which were 
made twenty to thirty-three years ago. A 
few of the plants were acquired for less 
than original cost, but the acquisition 
cost of most of them was in excess of the 
original cost to the persons first devoting 
them to public service. The amount in 
Account 100.5, therefore, represents the 
net excess of acquisition cost over orig- 
inal cost. It was not questioned that the 
transactions in which these properties 
were acquired were arm’s-length transac- 
a or that the payments were bona 
e. 
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Such excess amounts, under the ac- 
counting requirements, must be trans- 
ferred to Account 100.5. The commis- 
sion’s rule requires that amounts so re- 
corded be depreciated, amortized, or 
otherwise disposed of as the commission 
may approve or direct. 

The commission found that the amount 
so classified represented payment for in- 
tangibles such as good will, going value, 
nuisance value, and franchise and 
monopoly values, all of which were 
thought to be rooted in and associated 
with prospective earning power. In re- 
ply to an argument that it is contrary to 
the concept of due process to treat as 
substantial evidence the testimony of the 
commission’s own accountants, the court 
said: 

We think the regulatory body may pro- 
ceed on the testimony of expert accountants 
whether they are attached to its staff or are 
retained by the utility, so long as the com- 
mission is satisfied of their integrity. It is 
not for the courts to resolve differences of 
opinion among accounting authorities. 


Complaint had also been made that 
the order was made in disregard of the 
present fair value of the property, and 
that the elimination of the acquisition 
cost of these intangibles from the funda- 


mental accounts of the utility distorted 
its base for rate-making purposes. The 
court pointed out, however, that this was 
not a proceeding for the fixing of rates. 
The order did not prohibit the keeping 
of other accounts, and the company might 
maintain a record of the acquisition cost 
of these intangibles for whatever such 
record might be worth. 

While the objection was not urged on 
application for rehearing before the com- 
mission, it was claimed that the amorti- 
zation, if made at all, should have been 
made as an operating expense rather 
than as an income deduction, The court 
ruled that § 313(b) of the Federal 
Power Act does not permit review un- 
less the specific grounds of objection are 
urged upon the commission, but it con- 
tinued as follows: 

However, it would seem that Pacific’s in- 
come available for surplus is the same 
whether the amortization is made as an op- 
erating expense or as an income deduction, 
and in neither event are we able to see that 
Pacific is deprived of any property. Aside 
from the testimony of the commission’s 
experts, a number of accounting authorities 
are cited in support of the propriety of 
charging the item against income. 


Pacific Power & Light Co. et al. v. Fed- 
eral Power Commission. 


e 


SEC Orders Directing Dissolution of 
Subholding Companies Upheld 


HE United States Circuit Court of 

Appeals for the First Circuit has 
affirmed orders of the Securities and Ex- 
change Commission, in 46 PUR(NS) 
321, requiring the dissolution of Ameri- 
can Power & Light Company and Elec- 
tric Power & Light Corporation, sub- 
holding company subsidiaries of Electric 
Bond and Share Company. The court de- 
clined to consider objections which had 
not been urged before the commission. 
There was said to be no doubt that under 
§ 24(a) of the Holding Company Act 
the companies were obliged to raise be- 
fore the commission such questions as 
the commission’s statutory authority to 
issue the orders. 
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The argument that the commission 
was required to institute and complete 
proceedings under § 11(b)(1), looking 
toward the integration of operating sub- 
sidiaries, before it was authorized to en- 
ter an order in § 11(b) (2) proceedings, 
was rejected. 

No abuse of commission discretion was 
found in its denial of motions to consoli- 
date hearings on plans submitted under 
§ 11(e) with the present § 11(b)(2) 
proceeding. . 

The commission’s conclusion that 
these subholding companies had not in 
the past served any functional purpose 
in the management of their operating 
subsidiaries was upheld. The court could 
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not say that the commission was unwar- 
ranted in concluding that the corporate 
structure and continued existence of the 
companies unduly and unnecessarily 
complicated the holding company sys- 
tem of Bond and Share. Nor could the 
court say that the commission was un- 
warranted in finding that the capital 
structure and continued existence of the 
companies unfairly and inequitably dis- 
tributed voting power among security 
holders of the Bond and Share system. 
Considering the appropriateness of 
the remedy selected by the commission, 
the court said that it is not enough that 
some other remedy suggested by the 
companies might accomplish the statu- 
tory purposes in whole or in part. The 
choice of remedy is a matter confided 
primarily to the expert judgment of the 
commission, and in this field the courts 
are quite properly loath to set up-their 
own judgment in opposition to that of 
the administrative tribunal. Moreover, 


the commission is not obliged, if there 1s 
a possible choice of remedy, to select the 
less drastic remedy which leaves the sub- 
holding companies in existence. 

A contention that the orders were in- 
valid on the ground that the Federal 
government has no power through any 
agency to decree the dissolution of a 
state-created corporation was met with 
the statement that the orders in question 
did not purport of their own force to 
dissolve the companies. In effect, they re- 
quired the companies to submit plans for 
complete liquidation, the realization of 
which would be accomplished pursuant 
to §§ 11(d) and 11(e) of the act, and 
when this is done dissolution would fol- 
low under state law as a matter of course. 
The Federal power here exercised by the 
commission was said to be similar to 
that exercised by the courts under the 
antitrust acts. American Power & Light 
Co. et al. v. Securities and Exchange 
Commission. 


e 


Hearings before Examiner Not a Denial 
Of Due Process 


HE Wisconsin Supreme Court sus- 
tained orders of the state commis- 
sion fixing the price to be paid by a 
municipality for acquisition of an elec- 
tric company’s property, although objec- 
tion was made that the company had 
been denied a fair hearing. Hearings 
were before an examiner and not before 
the full commission. The examiner ad- 
mitted evidence by a member of the 
commission’s investigating staff. 
Although neither the commission nor 
a majority of its members conducted the 
hearings and listened to the testimony, 
the commission did come to its decision 
upon an examination of the written rec- 
ord of the proceeding. The Wisconsin 
law provides that the commission may 
conduct any number of investigations 
contemporaneously and provides that 
this may be done through different agents 
and that authority may be delegated to 
any agent to take testimony bearing up- 
on any investigation or hearing. 
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The court said that the practice of 
hearing testimony by an examiner is a 
well-settled method of procedure and has 
facilitated the functioning of the com- 
mission. A requirement of hearings con- 
ducted by the commission in person 
would add immensely to the duty of the 
commission and in a considerable degree 
counteract the result sought to be accom- 
plished by legislation. 

As to the contention that the commis- 
sion, acting in a judicial capacity as a 
trier of fact, should not be allowed to 
produce its own witnesses because of the 
danger of losing its character as a ju- 
dicial body, the court made the following 
statement: 


We recognize that close association in a 
common effort may lead a trier of facts to 
place confidence in an associate but it does 
not necessarily follow that partiality will 
result. Here the witnesses were subjected 
to cross-examination by the counsel of the 
appellant and to that extent occupied no 
more favorable position than did the expert 
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witnesses of either the city or the company. 
And it is probable that the commission’s ex- 
pert testimony was as impartial as the testi- 
mony of the experts produced by the in- 
terested parties. 


There was said to be every indication 
that the legislature intended such inves- 
tigations to be made, and it would appear 
that the best use that could be made of 
such investigations would be introduc- 
tion as evidence before the examiner, so 
that the testimony could be subjected to 
investigation and the witnesses examined 
by counsel of both parties, 


® 


A contention that the commission 
failed to consider going value was like- 
wise overruled. Going value, even when 
an appropriate element to be included, 
said the court, need not in all cases be 
separately stated and appraised as such. 
The court concluded that in arriving at 
the final valuation the commission did 
consider going value and that it was rep- 
resented in the final determination. Lake 
Superior District Power Co. v. Public 
Service Commission et al. 13 NW (2d) 
89, affirming commission decision in 


(1942) 43 PUR(NS) 506. 


Unclaimed Customers’ Deposits Not to Be 
Transferred to Surplus 


6 Be: past practice of utility compa- 
nies in the District of Columbia has 
been to transfer periodically any un- 
claimed deposits by customers to sur- 
plus. This has been done by the Chesa- 
peake & Potomac Telephone Company, 
in accordance with the provisions of the 
Uniform System of Accounts for Tele- 
phone Companies, and by the Washing- 
on Gas Light Company and the Potomac 
Electric Power Company with the con- 
sent of the commission. The commission 
has now disapproved this practice. 

The commission reached the conclu- 
sion that unclaimed customers’ deposits 
should be used for the purpose of reduc- 
ing losses from uncollectible bills, to the 
end that customers paying their bills 
would not be penalized. Transfer of these 


items to earned surplus, said the commis- 
sion, does not accomplish this result. 

An order has been entered, accord- 
ingly, requiring that any unclaimed bal- 
ances of customers’ deposits to guaran- 
tee payment of bills, including interest 
thereon, shall be accounted for in such 
a manner that the amounts accrued for 
losses resulting from uncollectible ac- 
counts will be reduced by the amount of 
such unclaimed deposits. Unclaimed de- 
posits may be retained in an appropriate 
subaccount of the balance sheet account 
“Customers’ Deposits” for a period not 
to exceed three years from the date of 
rendition of a final bill for service. Re 
Unclaimed Customers’ Deposits to Guar- 
antee Payment of Bills (Order No. 2752, 
PUC No, 3014). 


e 


Customer or Unit of Service for Rate 
Making Defined 


Ts Wisconsin commission, in re- 
vising water rates of a municipal 


Plant, adopted the following rule as to 


charges for connected customers : 


_A customer or unit of service shall con- 
sist of any aggregation of space or area 
occupied for a distinct purpose, such as a 
residence, an apartment, flat, store, office, 
tavern, factory, etc., which is equipped with 
one or more fixtures for rendering water 


service separate and distinct from other 
users. 

Each unit of service shall be regarded 
as one consumer and the service charge for 
additional consumers on a meter assessed 
accordingly, except that the additional units 
in rooming houses, as defined below, shall not 
be classed as separate units of service. 

Suites in houses or apartment buildings, 
where complete housekeeping functions 
(such as cooking) are not exercised, shall 
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be classed as rooming houses. Thus, houses 
and apartment buildings having suites of 
one, two, or more rooms with toilet facilities, 
but without kitchen for cooking, shall be 
classed as rooming houses. 


It was considered desirable that the 
utility apply a charge for additional cus- 
tomers on one meter. This was said to be 
particularly true in localities where prop- 
erty had been furnished water service 
by allowing supply pipes to be laid across 
private property. It was said that while 
the possible diversity of use does not 
usually place each taker’s maximum de- 
mand on such a line at the same time, and 
the size of the meter limits the maximum, 
there are other factors which are nor- 
mally to be considered. Among these are 
certain customer costs which, if spread 
among the additional customers on the 
line, will be allocated more equitably 
among all users. 


The locality involved in this rate pro- 
ceeding is unusual in that it is subject to 
extreme fluctuations in population. It is 
located on Lake Geneva and many of 
the water users reside there but a few 
months of the year. The utility renders 
bills semiannually and has a rule provid- 
ing that any consumer desiring to dis- 
continue the use of water must give 
notice thereof in writing on or before 
the date the water rent is due or he will 
be charged with rent until the next reg- 
ular rent day. The commission was of 
the opinion that where the consumer 
gives the utility no notice of disconnec- 
tion but himself turns off the water and 
drains the system preparatory to closing 
up his place, the minimum charge should 
be assessed and the difference adjusted 
with the consumer when the meter is 
again read, Re Williams Bay (2-U- 
1954). 


e 


Other Important Rulings 


N order refusing to dismiss an appeal 
from a commission order was held 
by the supreme court of North Carolina 
not to be appealable, as it constitutes an 
interlocutory rather than a final order. 
North Carolina Utilities Commission v. 
Atlantic Coast Line Railroad Co. 28 
SE(2d) 490. 


The California commission has held 
that in authorizing the transfer of op- 
erating rights it may impose restrictions 
limiting, in the public interest, the serv- 
ice that may be performed by the trans- 
feree. Re Tunzt (Decision No. 36805, 
Application No. 25442). 


The supreme court of Missouri held 
_ that a commission order authorizing an 
individual owning a water company to 
take whatever steps were necessary to 
rehabilitate and reconstruct the water- 
works system did not authorize reorgan- 
ization of the company under a statute 


relating to reorganizations and did not 
absolve the owner from the consequences 
of his failure to get commission approval 
of the sale of the property. Webster et 
al. v. Joplin Water Works Co. 177 SW 
(2d) 447. 


The Missouri commission ‘has held 
that it has jurisdiction over the abandon- 
ment of a railroad station owned by a 
university which leased the station and 
facilities to a terminal association and 
agreed to perform the loading and un- 
loading of less-than-carload freight, as 
well as the clerical work incident to such 
shipments, at a fixed contract price, 
where the public uses the station facili- 
ties, where rail carriers carry the station 
on their tariffs, and the clerical force and 
freight handlers perform all the func- 
tions usually performed at a regular 
depot. Brotherhood of Railway and 
Steamship Clerks v. Terminal Railroad 
Asso. (Case No. 10312). 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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RE SOUTHERN BELL TELEPHONE & TELEGRAPH CO. 


TENNESSEE RAILROAD AND PUBLIC UTILITIES COMMISSION 


Re Southern Bell Telephone & 
Telegraph Company 


Docket No. 2517 
February 21, 1944 


ETITION for rehearing and reconsideration of final order ap- 
proving schedule of adjusted and reduced intrastate telephone 
toll rates; petition denied and dismissed. 


Procedure, § 35 — Rehearing — Parties. 
1. The Commission was not disposed to make a point of the fact that an un- 
incorporated association of trade union members were not interveners or 
parties to a rate investigation or seeking to become so upon their petitioning 
for a rehearing of a rate order, since they were citizens having an interest 
in the matter of rates, p. 194. 


Rates, § 103 — Jurisdiction of state Commission — Federal powers — Telephone 
companies. 
2. The Railroad and Public Utilities Commission has sole jurisdiction over 
intrastate telephone rates in the state, although the Federal Communications 
Commission has sole jurisdiction over interstate rates, p. 198. 


Discrimination, § 10 — Duties of state Commission — Telephone rates — Inter- 
state and intrastate tolls. 
3. The statutes do not require the state Commission perfunctorily to reduce 
intrastate telephone toll rates to the level of interstate rates, as established 
by the Federal Communications Commission, without regard to the many 
factors which bear upon the making of the two sets of rates, p. 198. 


Discrimination, § 181 — Telephone toll rates — Intrastate and interstate — Dif- 
fering conditions. 
4. A telephone company’s intrastate toll rates need not be reduced to in- 
terstate toll rate levels to avoid unlawful discrimination, in view of different 
conditions such as long or short haul, nation-wide and statewide cost bases, 
and low rate of return on intrastate operations, p. 199. 


Return, § 81 — Reasonableness as a whole — Statewide telephone operations. 
5. Statewide operations of a telephone company and over-all return from 
its properties used and useful in its business within the state should be con- 
sidered for the purpose of rate making, p. 201. 


Discrimination, § 241 — Admissibility of evidence — Telephone rates — Values 
and operating results. 

6. No rule of law prohibits the Commission from admitting and consider- 

ing, in a proceeding relating to discrimination between interstate and intra- 

state telephone toll charges, evidence of property values and operating 

results in the state; evidence of property values, operating results, and 

rates of return upon the company’s entire business, exchange and toll, in 
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the state, unsegregated so as to afford a knowledge of operating results 
and rates of return upon the properties devoted to the class of service 
specifically under investigation; and allegedly conjectural and speculative 
evidence of the cost of reproducing the properties and plant of the com- 
pany, p. 201. 


Procedure, § 33 — Rehearing — Complaint as to delay. 


7. A complaint that the Commission erred in allowing a telephone company 
to pursue dilatory tactics throughout a rate proceeding and delayed the 
granting of relief from allegedly unlawful toll rates is not a proper ground 
for a petition to rehear or reconsider the Commission rate order, p. 201. 


Discrimination, § 181 — Statutory prohibition — Telephone tolls. 


Discussion, in dissenting opinion, of provisions of Tennessee Code pro- 
hibiting discrimination in rates of common carriers and public service com- 
panies and the application of such statutory provisions to differences in 
intrastate and interstate telephone toll charges, p. 206. 


(Jourotmon, Commissioner, dissents in separate opinion.) 
a 


By the Commission: This matter ion that it should be dismissed for the 


is again before the Commission upon 
the petition of Nashville Trades and 
Labor Council, an unincorporated as- 
sociation, for a rehearing and recon- 


sideration of the final order of the 
Commission, entered January 21, 
1944, approving a schedule of adjust- 
ed and reduced Tennessee intrastate 
toll rates filed by Southern Bell Tele- 
phone and Telegraph Company as 
being reasonable and fair and dis- 
missing the show cause orders indi- 
cated in the caption above. 

[1] While the individuals petition- 
ing for a rehearing are not inter- 
venors or parties to the investigation, 
nor do they seek to become so, the 
Commission is not disposed to make 
a point of this, since they are citizens 
of Tennessee, having an interest in 
the matter of telephone rates as 
would any other citizen. Their peti- 
tion was filed on the 10th day fol- 
lowing the final order in this case. 
The petition has been fully considered 
and the Commission is of the opin- 
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reasons hereinafter set out. 

The Railroad and Public Utilities 
Commission is a quasi-judicial body, 
created by the legislature of the state 
of Tennessee as its agent and clothed 
with powers to administer justice in- 
volving the rights of ratepayers re- 
ceiving utility service, as well as prop- 
erty-holders rendering utility service 
in the state of Tennessee; and the 
Commission, exercising its legislative 
power in fixing rates to be charged by 
public service companies, has exclu- 
sive jurisdiction, in the first instance, 
to establish reasonable rates and 
charges. (Williams v. Southern Bell 
Teleph. & Teleg. Co. 164 Tenn 313, 
PURI933A 237, 47 SW(2d) 758.) 

This Commission has always striven 
to maintain the propriety and dignity 
required of a body exercising quasi- 
judicial functions. The Commis- 
sion’s decisions must be arrived at 
from the evidence presented and the 
law applicable thereto, and it has not 
allowed and will not allow personalities 
to affect it in deciding issues before 
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i It is with great reluctance that 
personalities must be discussed even 
to the limited extent necessary in stat- 
ing the facts of this case. 


Statement of the Case 


This proceeding originated by a 
show-cause order, dated September 
16, 1941, signed by all three mem- 
bers of the Commission, directing the 
Southern Bell Telephone and Tele- 
eraph Company to show cause why 
its Tennessee intrastate toll rates 
should not conform to toll rates 
charged by the American Telephone 
and Telegraph Company for similar 
services Over comparable distances in 
interstate service. The order directed 
the respondent to file an answer on or 
before October 10, 1941, and set the 
case for hearing on October 14, 
1941. 


Within the time prescribed the re- 
spondent filed an answer, contending 
that such conformity in rates would 
reduce its gross revenue in the state 
of Tennessee by approximately $215,- 
000 annually, resulting in an inade- 
quate rate of return and the confisca- 
tion of respondent’s property. The 
answer also states that the rates 
should not be conformed because the 
two toll services involved are not 
being rendered under like, compara- 
ble, or substantially similar circum- 
stances and conditions, and that the 
difference in rates is justifiable. 


Respondent also moved for a post- 
ponement of the hearing, supporting 
the motion by affidavits tending to 
show the complexity of the questions 
involved and the many difficulties at- 
tendant upon securing the factual in- 
formation necessary to show cause in 
response to the rule. Respondent 


asked for eigit months within which 
to prepare its defense. The Commis- 
sion postponed the date fixed for the 
hearing until a future date to be fixed 
by it. 

Because of the outbreak of war in 
December, 1941, and the consequent 
increased demand made upon re- 
spondent’s personnel for telephone 
service, the Commission took no 
formal action with reference to set- 
ting the cause for hearing until Janu- 
ary 25, 1943, upon which date it is- 
sued an order setting the hearing for 
March 3, 1943. 

Directly affecting this action was 
the settlement of a case on January 
21, 1943, in the Federal Communica- 
tions Commission in which the 
American Telephone and Telegraph 
Company was the respondent. This 
settlement resulted in reduced rev- 
enues to the American Company from 
its toll business and at the same time 
increased the commissions, switching 
charges, and line haul prorates to its 
connected and associated companies. 
It was estimated that the Southern 
Bell, an associated company, would, 
by reason of this settlement, receive 
an increase of approximately $170,- 
000 per annum in its Tennessee rev- 
enues based on the volume of business 
then existing. This settlement con- 
templated the fact that the associated 
companies would pass on the major 
part of their increased revenues to 
their subscribers in the form of rate 
reductions. 

Respondent filed a supplemental an- 
swer, stating in substance that the in- 
creased demands for its services in 
Tennessee, as well as elsewhere, by 
reason of the state of war, had great- 
ly strained its capacity and had creat- 
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ed abnormal and disadvantageous 
operating conditions, particularly 
with reference to personnel problems. 
It further stated that the company 
had suffered a declining rate of re- 
turn upon its Tennessee properties ; 
and that for the year 1942 its rate of 
return was only 3.73 per cent ; and that 
the conforming of rates to comply 
with the Commission’s order would 
bring about an annual reduction in 
gross revenues of $307,000 based up- 
on an estimated 1943 volume. 

Respondent also filed an amended 
motion asking for seven or eight 
months within which to prepare its 
evidence for the hearing. The motion 
was heard on February 15, 1943, and 
the case was then reset for May 4, 
1943, 


On May 4, 1943, the hearing com- 
menced and continued through May 
11th, during which time approximate- 
ly 1,000 pages of testimony were tak- 
en and about 100 exhibits introduced, 
many of them being of a highly tech- 
nical and complicated nature. Counsel 
for the Commission refrained from 
undertaking a cross-examination at 
that time, as it was apparent that con- 
siderable study of the evidence would 
be required. No witnesses were in- 
troduced on behalf of the Commission, 
it being agreed that respondent’s wit- 
nesses would be cross-examined at a 
later date, at which time the witnesses 
for the Commission would testify. 

During the course of the hearing 
the company introduced an exhibit 
which disclosed that the Southern 
Bell Telephone and Telegraph Com- 
pany’s intracompany, interstate mes- 
sage toll rates had been made to con- 
form to the interstate message toll 
rates of the American Telephone and 
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Telegraph Company, consequently the 
Commission on August 13, 1943, is. 
sued an amended and supplemental 
show-cause order, directing and re- 
quiring the Southern Bell Telephone 
and Telegraph Company to appear 
and show cause why the rates and 
tariffs charged by it for intrastate 
long distance service between points 
within the state of Tennessee should 
not be revised to conform to the rates 
charged by it for like service over 
comparable distances in interstate sery- 
ice. 

On September 1, 1943, respondent 
filed an amended and supplemental 
answer to the supplemental show- 
cause order aforesaid and asked by 
amended motion, supported by af- 
fidavits, for at least eight months 
within which to prepare evidence nec- 
essary to show cause as required by 
the amended order. Upon considera- 
tion of the motion the Commission 
issued an order setting the case for 
hearing on January 17, 1944. 


Negotiations for Settlement 


During the first week in January 
and shortly before the hearing date, 
the company, through its duly au- 
thorized representatives, approached 
the Commission for the purpose of 
negotiating a settlement of the case. 
The Commission authorized its staff 
to take up the matter of negotiating 
a settlement with the company and to 
determine and report to the Commis- 
sion whether any offer made by the 
company was of sufficient merit to 
warrant consideration by the Com- 
mission, and if such was not the case 
to refuse it. The company then 
tendered a settlement which would 
have resulted in a revenue reduction 
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of approximately $140,000 per 
annum, and the staff, after giving 
proper consideration to the offer, de- 
clined to recommend the same to the 
Commission. Shortly thereafter and 
about January 12th another represent- 
ative of the company approached the 
Commission with a view to renewing 
negotiations and the Commission 
again instructed its staff to take up 
negotiations with the company upon 
the same basis. At this point in the 
negotiations the Commission deemed 
it wise to postpone the case and it was 
ordered reset for February 1, 1944. 

Upon renewing negotiations the 
company authorized its staff to work 
with the staff of the Commission in 
an effort to arrive at some settlement 
which might be agreeable to the Com- 
mission’s staff for recommendation to 
the Commission. After several days’ 
study and after analyzing various 
charts and samples of business as ap- 
plied to various rate changes, the com- 
pany’s staff and the Commission’s 
staff devised a reduced schedule of 
rates which would save the ratepay- 
ers of Tennessee approximately $180- 
000 per annum, and thereupon report- 
ed to the Commission that, in view 
of the controversial points of law in- 
volved and the length of time that 
might be required to settle them; and 
considering the possibility that the case 
might be lost; and that this was a fair 
and reasonable offer, which could be 
made effective as a savings to the pub- 
lic immediately; the Commission 
should give serious consideration to 
the proposal, always, of course, re- 
taining the matter on its docket for 
such further and future action as 
might be deemed necessary. 


The Commission studied the mat- 
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ter and on the morning of January 
21st, after thorough discussion the 
majority of the Commission members 
instructed the staff to advise the com- 
pany that the proposed rates would 
be acceptable to the Commission, pro- 
vided that, since this was a settlement 
out of court, the company would pay 
the Commission’s special counsel a 
fair and reasonable fee. The com- 
pany accepted the Commission’s con- 
dition and by stipulation between the 
company and counsel it was agreed 
that the company would pay the spe- 
cial counsel the sum of $5,000 as his 
reasonable fee in the case. The Com- 
mission entered two separate orders. 
The first order approved the settle- 
ment hereinabove mentioned, estab- 
lishing the new and reduced schedules 
of message toll rates in Tennessee. 
The second order directed the com- 
pany as a condition precedent to the 
first order to pay the stipulated 
amount to special counsel. 


The Effect of the Rate Reduction 


It might be well to point out that 
while this case was in progress a 
study of the affairs of the Southern 
Bell Telephone and Telegraph Com- 
pany was made by the combined staffs 
of the Public Utilities Commissions 
of the southeastern states; the staff 
of this Commission participated in 
that study. The results of these 
studies were made available to this 
Commission. One highly interesting 
fact developed was that the rate of 
return from respondent’s investment 
in Tennessee properties was lower 
than from its properties in any of the 
other eight states in its territory, ex- 
cept Mississippi. 

The staff of the Commission has 
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continuously kept advised of the ac- 
tivities of respondent with respect to 
its other intrastate toll rates and the 
Commission is able to say that the toll 
rates put into effect by its order of 
January 21, 1944, are as low or lower 
than the intrastate toll rates of re- 
spondent in any other state in which 
it operates, and further that the rev- 
enue per station from exchange rates 
are as low or lower than in any other 
state in which it operates. All of the 
rate cases against Southern Bell Tele- 
phone and Telegraph Company which 
have been brought in the other states 
in which it operates have been con- 
cluded by settlement. In no one of 
the nine states in which it operates 
has its toll rates been reduced to the 
level of its interstate toll rates. Fur- 
ther there will be the immediate be- 
ginning of an annual saving of ap- 


proximately $180,000 per annum to 
the intrastate toll users of Tennessee. 


The Dissenting Opinions 


[2, 3] One Commissioner filed dis- 
senting opinions to both of the afore- 
mentioned orders. Boiled down to 
what is pertinent, his position is sim- 
ply that respondent’s Tennessee toll 
rates are required by the statutes of 
Tennessee to be the same as its inter- 
state toll rates, otherwise they are un- 
lawful. In plain words, any differ- 
ence in the two sets of rates constitutes 
an unlawful discrimination and no dif- 
ference in the two sets of rates can be 
justified. In support of this position 
he relies upon §§ 5397, 5416 through 
5422, 5427, 5441, 5450, and 5452 of 
the Code of Tennessee. 


The Federal Communications Com- 
mission has sole jurisdiction over in- 
terstate rates and the Railroad and 
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Public Utilities Commission has sole 
jurisdiction over intrastate rates in 
the state of Tennessee. Because of 
this separate jurisdiction, it would be 
impossible to apply the above statutes 
in the manner contended for by the 
dissenting Commissioner. We can- 
not believe that it was the intention 
of the legislature for these statutes 
to be so applied and we therefore can- 
not agree with the dissenting member 
in his construction thereof. The stat- 
utes do not require this Commission 
perfunctorily to reduce respondent’s 
Tennessee toll rates to the level of in- 
terstate rates without giving regard 
to the many different factors which 
bear upon the making of the two sets 
of rates as we have done in this case. 

A dissenting opinion was filed to 
the order of the Commission approv- 
ing as reasonable a $5,000 fee to be 
paid to its special counsel by respond- 
ent. This dissenting opinion states 
as a fact that a fee of $1,500 had 
been agreed upon by special counsel 
and the Commission at the time of 
the employment, unfortunately, en- 
deavoring to leave the impression that 
this was the complete understanding 
relative to the payment of a fee to 
special counsel in this case. This is 
not correct. It is true that this 
amount and various other amounts 
were discussed but no definite fee was 
fixed. We understood and are of the 
opinion that it was the understanding 
of all three members of the Com- 
mission and special counsel that it was 
entirely possible that respondent 
would be requested to pay special 
counsel’s fee upon settlement of the 
case as a part of the cost of the hear- 
ing. Shortly after special counsel 
was employed the dissenting Commis- 
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sioner discussed the matter of a fee 
and advised special counsel that in all 
probability respondent would be re- 
quired to pay his fee, regardless of 
whether the case was settled or not, 
and that the amounts discussed be- 
tween the members of the Commis- 
sion and special counsel would not 
necessarily limit the amount of the fee 
to be paid. In any event the fee of 
special counsel would not have been 
finally determined until the proceed- 
ings before the Commission were 
completed. As a matter of fact, the 
dissenting Commissioner has hereto- 
fore in a previous rate case approved 
the payment of fees and expenses to 
special counsel and to expert witnesses 
by the same respondent in an amount 
far in excess of the fee allowed in 
this case. 


The dissenting opinion leaves the 
implication that the majority of the 
work on the part of special counsel 
had been consummated at the time of 
this employment. This implication 
does not reflect the true situation. 
There had been approximately a 
thousand pages of testimony taken 
and about a hundred highly technical 
and detailed exhibits introduced. All 
of this evidence was submitted by re- 
spondent. No cross-examination of 
tespondent’s witnesses had taken place 
nor had any witnesses for the Com- 
mission been introduced. While em- 
ployed, special counsel, for a period 
of about four and a half months, gave 
thost of his time to the preparation of 
this case. At the request of the Com- 
mission he attended a similar rate 
case which was pending before the 
Georgia Public Service Commission in 
Atlanta, for a period of two weeks. 
He was present at all conferences dur- 
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ing the negotiations with respondent. 

We are of the opinion that the fee 
allowed special counsel was fair and 
reasonable. 


The Petition for Rehearing and 
Reconsideration 


We will consider the grounds of the 
petition in order, considering together 
grounds 1 and 2, which are as fol- 
lows: 

“1. The honorable Commission 
erred in approving and adopting sched- 
ules of intrastate toll rates which per- 
petuate and/or continue in effect an 
unjust and undue _ discrimination 
against intrastate long-distance toll 
service users and subscribers, in vio- 
lation of the statutes of Tennessee 
which prohibit discrimination, prefer- 
ences, and advantages, and specifically 
§§ 5416, 5418, 5450, and 5452, Code 
of Tennessee. 

“2. The said Commission erred in 
approving and adopting schedules of 
intrastate toll rates which perpetuate 
and/or continue in effect rates which 
afford greater compensation in the ag- 
gregate for the transmission of con- 
versations by telephone under substan- 
tially like circumstances and condi- 
tions, for a shorter than a longer dis- 
tance over the same line in the same 
direction, the shorter being included 
within the longer distance, in violation 
of the statutes of Tennessee which pro- 
hibit discrimination, as aforesaid.” 
(Pet. pp. 2-3.) 


[4] So far as the legal propositions 
raised are concerned, we have already 
stated that the statutes referred to do 
not in our opinion require respond- 
ent’s Tennessee toll rates, as a matter 
of law, to be as low as its interstate 


We do not think that 
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§ 5419 of the Code of Tennessee ap- 
plies to telephone rates. 

In our opinion the new schdeule 
of toll rates is fair and reasonable. 
The Long Lines Department of the 
American Telephone and Telegraph 
Company renders a nation-wide inter- 
state message toll service. It renders 
no exchange service. Its rates, sub- 
ject to the exclusive regulation of the 
Federal Communications Commission, 
are uniform throughout the country. 
It is a long-haul carrier interested 
only in a nation-wide message toll 
service. Its toll rates have been fixed 


from time to time, giving regard to the 
over-all return from its properties. 
They have not been fixed upon the 
basis of the cost of rendering the 
service in a particular section of the 
country as against the cost of render- 
ing it in some other section of the 


country. Respondent contended that 
many factors, however, which enter 
into rate making are more favorable 
to Long Lines than to it. For ex- 
ample, the average haul for Long 
Lines is 339 miles, whereas respond- 
ent’s average haul of Tennessee in- 
trastate business is only 46 miles. 
Forty-five per cent of Long Lines 
business is person-to-person (with a 
consequent higher rate), whereas only 
39 per cent of respondent’s Tennessee 
toll business is in this class. The 
average talking time on Long Line 
messages is 5.33 minutes, whereas 
respondent’s Tennessee average toll 
talking time is 4.79 minutes. Fur- 
thermore, a far greater percentage of 
Long Line toll circuits are in carrier 
circuits and coaxial cable than are 
those of respondent in Tennessee. 
This is important for the reason that 
the investment per circuit mile is 
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materially less on the part of Long 
Lines. Specifically, the average cost 
per circuit mile for respondent’s toll 
plant in Tennessee is $147 as com- 
pared with $109 for Long Lines. 


Respondent’s interstate toll service 
is also a long haul service, to a more 
limited extent probably than that of 
Long Lines. Respondent’s Tennes- 
see toll service is essentially a short 
haul business and only about 20 per 
cent of its Tennessee business, the 
other 80 per cent being exchange 
business. Only about 50 per cent of 
respondent’s Tennessee subscribers 
use toll service at all. Before the new 
toll schedules were put into effect by 
the final order in this cause approxi- 
mately 70 per cent of respondent’s 
Tennessee toll business occurred at 
distances less than 42 miles where the 
initial period rate was the same as 
Long Lines rates. 

The Commission has given full 
consideration to the dissenting mem- 
ber’s insistence that respondent’s Ten- 
nessee toll rates must be reduced to 
interstate toll rate levels in order to 
cure an unlawful discrimination, and 
this without regard to the rate of re- 
turn from respondent’s Tennessee toll 
properties or from its Tennessee prop- 
erties generally, used and useful in its 
business. We have already said that 
we do not think this position is sound 
legally and we now add that we do not 
think it is sound as a practical matter 
at this time. On the basis of the evi- 
dence presented plus information - 
available to the Commission from its 
staff’s studies, the rate of return on 
respondent’s Tennessee exchange prop- 
erties is low. The over-all rate of re- 
turn is by no means excessive and is 
the lowest rate of return save one that 
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respondent has in any state in which 
it operates. 

[5] The policy of this Commission 
has been to view the statewide opera- 
tions of respondent for the purpose 
of rate making and to give regard to 
the over-all return from its Tennessee 
properties used and useful in its busi- 
ness. It is still of the opinion that this 
is the sounder plan at the present time. 
Had this plan not been followed, it is 
apparent that the great strides which 
have been made in the development 
of rural telephone service in Tennessee 
would have been greatly impeded. 

To our knowledge no regulatory 
body has yet worked out a schedule of 
toll rates which are calculated upon 
the mathematical exactness of the cost 
of rendering the particular service be- 
tween a particular pair of points. 

The third ground of the petition 
states in substance that since the in- 
stitution of this case there has come 
into existence an over-time toll rate 
differential on calls for distances of 
less than 42 miles which were sub- 
ject to no discrimination at the same 
time this cause was initiated, and that 
the final order of this Commission 
thus perpetuates a new discrimination. 

We do not think there is any merit 
in this ground of the petition for rea- 
sons hereinbefore indicated. 

[6] The fourth ground of the peti- 
tion complains of the action of this 
Commission in permitting the intro- 
duction of certain evidence because 
immaterial, irrelevant, and incom- 


petent. Suffice it to say that the Com- 
mission gave to such evidence the 
weight to which it thought it was en- 
titled and was benefited rather than 
harmed by being able to learn as much 
as possible about respondent’s opera- 
tions in Tennessee. This Commission 
exercises legislative functions with re- 
spect to rate making. We know of no 
declared rule of law which prohibits 
us from admitting and considering 
for what it was worth the evidence 
which the petitioners contend we erred 
in admitting.* 

There is no merit in this ground 
of the petition. 

[7] The fifth ground complains 
that the Commission erred in allow- 
ing respondent to pursue dilatory 
tactics throughout the proceeding and 
delay the granting of relief from un- 
lawful toll rates to Tennessee tele- 
phone subscribers. This is not a prop- 
er ground for a petition to rehear or 
reconsider. If the respondent did pur- 
sue dilatory tactics, nothing we could 
do now would remedy the situation. 
The entire history of the case has been 
heretofore set out in the opinion. A 
great amount of work was required 
to make the studies which are reflect- 
ed by the evidence in this clause. We 
are not persuaded that respondent was 
guilty of dilatory tactics and we rest 
easy in the belief that all interested 
parties have been afforded ample time 
fully to develop the case in a manner 
consistent with the public interest. 

The petition to rehear and recon- 





* [“4. The said Commission erred in permit- 
ting the respondent to introduce in evidence 
the following immaterial, irrelevant, and in- 
competent evidence: (a) evidence of the 
property values and operating results of the 
Southern Bell Telephone and Telegraph Com- 
pany in Tennessee; (b) evidence of the prop- 
erty values, operating results, and rates of 
return upon the company’s entire business, 
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exchange and toll, in Tennessee, unsegregated 
so as to afford a knowledge of the operating 
results and rates of return upon the properties 
devoted to the class of service specifically un- 
der investigation in this cause, to wit: intra- 
state toll service; and (c) conjectural and 
speculative evidence of the cost of reproducing 
the properties and plant of respondent com- 
pany.” Abstract from petition for rehearing.] 
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sider presents no material matter or 
fact not considered by the Commission 
before the final order in the case. 

It is therefore ordered by the Com- 
mission, that this petition for a re- 
hearing and reconsideration be, and 
the same is hereby, denied and dis- 
missed. 

All other matters are reserved for 
future consideration of the Commis- 
sion. 


JouroLmMon, Jr., Commissioner, 
dissenting: To the opinion of the 
Commission dismissing the petition 
for a rehearing filed by the Nashville 
Trades and Labor Council, it is neces- 
sary that I dissent, but in the main 
the grounds of my disagreement have 
been adequately stated in the dissent- 
ing opinion filed by myself on Janu- 
ary 21, 1944.* There is no necessity 


for repeating these at length, but cer- 
tain factual findings have been made 
and stated in the opinion and order 
of the Commission which are not 
warranted by the record and it is the 
purpose of this memorandum to point 
these out. 


On the present state of the record 
the Commission is not justified in 
making any findings of fact based 
only upon an ex parte showing. It 
must be borne in mind that up to the 
present time the record in this case 
contains no cross-examination of the 
evidence presented by the respondent, 
no analysis of its exhibits, and not one 
word of proof presented by experts 
or staff members in opposition to the 
evidence presented by the company. 
In spite of this the Commission now 
has filed an opinion in which it finds 





* Printed herein following this opinion.— 
By the editors. 
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a large number of facts which are in 
the record only on presentation of 
the company and are wholly untested 
by any sort of adverse examination. 


In addition to the foregoing, the 
Commission has made other findings 
of facts for which there is no support 
in the record whatever, not even upon 
the presentation made by the com- 
pany. 

In the first place, the Commission’s 
Opinion states that certain studies of 
the affairs of Southern Bell Telephone 
and Telegraph Company were made 
by the combined staffs of the Public 
Utilities Commissions of the South- 
eastern States. There is nothing in 
the record of this case relative to the 
studies there made. It is stated as a 
fact that the rate of return from re- 
spondent’s investment in Tennessee 
properties was lower than from its 
properties in any of the other eight 
states in Southern Bell territory, ex- 
cept Mississippi. Aside from the 
fact that this is immaterial, even if 
true, it is a wholly gratuitous finding 
by the Commission and is not a find- 
ing predicated upon any evidence of 
record. It is also stated that the toll 
rates put into effect by the Commis- 
sion’s order of January 21, 1944, are 
as low as or lower than the intrastate 
toll rates of respondent in the various 
other states in which the company 
operates. This also is a finding of 
fact made wholly without evidence to 
support same. The statement is also 
made that the revenue per station 
from exchange rates is as low as or 
lower than that in any other state in 
which it operates. . This also is a find- 
ing made without evidence to support 
same. 

While it may be true, as the Com- 
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mission recites, that rate cases against 
respondent in the other states in which 
the company operates have been con- 
cluded by settlement, and that in none 
of these states in which the company 
operates have its intrastate toll rates 
been reduced to the level of its inter- 
state toll rates, these findings are also 
made without supporting evidence, 
and in addition to that, the facts are 
wholly immaterial and irrelevant to 
the issues made by the Tennessee 
Commission in the instant case. 

In addition to the foregoing find- 
ings made wholly without any proof, 
the Commission has made a number 
of findings relative to the difference 
of operating conditions in the opera- 
tions of Tennessee intrastate toll serv- 
ice and in the operations of the Long 
Lines Department of the American 
Telephone and Telegraph Company. 
These factual findings are made simply 
upon the ex parte testimony of the 
company and while they might on ulti- 
mate investigation, analysis, and a 
searching cross-examination be found 
to be correct, they are wholly illegal 
findings and are made without due 
process of law when made upon a rec- 
ord that does not even pretend to de- 
velop both sides of the case. It is but 
natural that findings made upon the 
uncontradicted and unquestioned evi- 
dence presented by the company would 
be favorable to the contentions of the 
company. 

Accordingly, the following findings 
have been made upon an improper and 
illegal consideration of the evidence, to 
wit: that the Long Lines Depart- 
ment of the American Telephone and 
Telegraph Company was a long-haul 
carrier interested only in a nation- 
wide message toll service; that its toll 
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rates had been fixed from time to time 
giving regard to the over-all return 
from its properties, and not upon the 
basis of the cost of rendering the 
service in a particular section of the 
country as against the cost of render- 
ing it in some other section of the 
country; that the average haul for 
Long Lines Department’s business is 
339 miles, whereas respondent’s aver- 
age haul of Tennessee intrastate busi- 
ness is only 46 miles; that 45 per cent 
of Long Lines business is person-to- 
person, whereas only 39 per cent of 
respondent’s Tennessee toll business is 
in this class; that the average talking 
time on Long Lines messages is 5.33 
minutes, whereas respondent’s Ten- 
nessee average toll talking time is 4.79 
minutes; and that a far greater per- 
centage of Long Lines toll circuits 
are in carrier circuits and coaxial 
cable than are respondent’s in Ten- 
nessee, making the investment per cir- 
cuit mile materially less on the part 
of Long Lines, and making the aver- 
age cost per circuit mile for respond- 
ent’s toll plant in Tennessee $147 as 
compared with $109 for Long Lines. 

Even more dubious are the findings 
of the Commission relative to re- 
spondent’s interstate toll service. At 
the present time the Commission has 
issued an amended show-cause order 
directed to respondent ordering it to 
show a justification for the difference 
in the rates charged by it for intra- 
state toll service and the rates charged 
by it for its interstate toll service. 
The respondent has not yet filed an 
answer or response to this amended 
show-cause order; much less has it 
introduced any proof to support find- 
ings that differences exist in operat- 
ing conditions which would justify 
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the differences in intrastate and inter- 
state toll rates. In spite of this com- 
plete absence of proof, the Commis- 
sion has made findings that such dif- 
ferences exist, asserting that respond- 
ent’s interstate toll service is also a 
long-haul service, though to a more 
limited extent than that of Long 
Lines. In qualifying this finding by 
use of the term “probably” the Com- 
mission indicates clearly that it is a 
factual finding based largely upon 
conjecture and not upon proof. 

The findings as to the rate of re- 
turn on respondent’s Tennessee ex- 
change properties are neither material 
nor relevant to an inquiry as to wheth- 
er a discrimination in toll rates is 
justified or unjustified. Even so, the 
finding that the over-all rate of return 
is by no means excessive and is the 
lowest rate of return save one that 
respondent has in any state in which 
it operates is not a proper finding inas- 
much as it is predicated only upon an 
ex parte and untested exhibit filed by 
the company. 

Aside from this, however, the Com- 
mission is in error as a matter of law 
in applying in a period when the na- 
tion is at war principles relating to 
the rate of return which are prescribed 
for properties under peacetime con- 
ditions. The Congress of the Unit- 
ed States formulates and declares na- 
tional policy through the many legis- 
latives acts which it enacts. With the 
country at war Congress has passed 
legislation which provides for excess 
profits taxes, and this legislation em- 
bodies an implicit legislative pro- 
nouncement of national policy as to 
profits which business enterprises may 
properly earn during wartime. 

The basic reason for a tax on ex- 
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cess profits during a war is to see 
that as nearly as possible justice may 
be done all the way around, and that 
where especially large profits are made 
as a result of the war program, a 
portion of them, and in fact nearly 
all of them must be shared with the 
nation as a whole. When a war 
brings so much of suffering and dep- 
rivation to many of our citizens, it 
is repugnant to our minds that others 
should derive abnormal profits as a 
result of the war effort. It is this 
national sentiment which Congress 
recognized when it enacted the ex- 
cess profits tax law. 

The Congress could have excepted 
public utilities, including telephone 
companies, from the imposition of 
excess profits taxes and a most power- 
ful and determined lobby was organ- 
ized in an effort to have such an ex- 
ception written into the revenue act. 
Congress declined to do so and in- 
stead set up a base period using the 
average annual earnings for the 
period, and using the years from 
January 1, 1936 to January 1, 1940 
as a period of normal earnings. The 
excess of earnings over this average 
constitutes excess war profits and 
there is no legal or constitutional rea- 
son that requires any Public Utilities 
Commission during this period of war 
to permit any utility to enjoy earnings 
in excess of the average earnings for 
this base period. 

Unquestionably this position is 
sound in law and the record in this 
case cannot be used as a measure of 
the proper rate of return until the 
earnings are tested against the aver- 
age earnings for the base period. 
But the record already contains a 
clear indication that the Southern Bell 


204 





RE SOUTHERN BELL TELEPHONE & TELEGRAPH CO. 


Telephone and Telegraph Company is 
required to pay excess profits taxes 
upon its 1943 earnings in Tennessee. 
If this be true, it must be earning 
excessive profits which should not be 
allowed by the Commission. 

The former opinion which I wrote 
relative to counsel fees expressed my 
complete understanding of this phase 
of the case. The opinion dismissing 
the motion for a rehearing takes is- 
sue with the facts stated and chal- 
lenges the fact that a fee of $1,500 
had been agreed upon by the Com- 
mission. The opinion states that this 
is not correct and states that $1,500 
and various other amounts were dis- 
cussed. The only amounts which 
were mentioned with me as one mem- 
ber of the Commission were $1,500 
and $1,000. I used the larger 
amount. As a matter of fact I urged 
the Commission to employ a full-time 
counsel at a salary of $4,500 per 
annum, and this recommendation was 
overruled by the majority, because 
Mr. Cummings could be employed for 
$1,500 and thus effect a savings to 
the state. The opinion also states 
that I advised Mr. Cummings that 
his fee would not necessarily be 
limited to $1,500. I have no recol- 
lection of giving such advice and do 
not know what possible basis there 
can be for such a statement in the 
Commission’s opinion. However, in 
informal conversations misunder- 
standings are the normal order, and it 
is possible that something said may 
have left that impression, which is re- 
grettable, since it is so far from my 
true sentiments. 

In my view, the petition for a re- 
hearing filed by the Nashville Trades 
and Labor Council states valid 


205 


grounds for a rehearing and should 
have been granted. Aside from this, 
however, any Tennessee citizen should 
be entitled to air his complaints as to 
the level of telephone rates before the 
Commission, and the petitioners were 
within their rights in asking that the 
Commission review its recent order 
in this docket. 


Dissenting Opinion Filed January 21, 
1944, in Connection with Order 
Approving Schedule of Adjusted 
and Reduced Intrastate Toll 
Rates 


Jovurotmon, Jr., Commissioner, 
dissenting: This cause was initiated 
by a show-cause order issued by the 
Railroad and Public Utilities Com- 
mission on September 16, 1941. The 
order recited that the Commission 
was informed that the toll rates of the 
Southern Bell Telephone and Tele- 
graph Company for long-distance serv- 
ice between points within the state of 
Tennessee are in excess of the rates 
charged by the American Telephone 
and Telegraph Company for service 
over comparable distances in inter- 
state service. Accordingly the Com- 
mission ordered the company to show 
cause why the toll rates charged by 
it for long-distance service between 
points within the state of Tennessee 
should not be revised to conform to 
the rates charged by the American 
Telephone and Telegraph Company 
for service over comparable distances 
in interstate service. 

It is apparent at a glance that the 
issue thus made is one as to the right 
and authority of the telephone com- 
pany to lawfully charge and exact 
rates which discriminate against intra- 
state users of telephone service. To 
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this direct and specific charge the 
company filed a long, involved, and 
argumentative answer. Some of the 
points made were intended as an at- 
tempt to justify the discrimination, 
but the ultimate question which the 
company raised as a result of a proc- 
ess of circumlocution, was that even 
if there be no justification for the 
discrimination between the intrastate 
and interstate levels, to cure this dis- 
crimination as required by law would 
result in confiscation of the company’s 
property. 

The company accordingly averred 
that the Commission could not law- 
fully order the discrimination discon- 
tinued without being in contravention 
of the Constitution of Tennessee, 
Art. 1, § 8, which provides: 

“Section 8. That no man shall be 
taken or imprisoned, or disseized of 
his freehold, liberties, or privileges, 
or outlawed, or exiled, or in any man- 
ner destroyed, or deprived of his life, 
liberty, or property, but by the judg- 
ment of his peers or the law of the 
land.” 

After some delay during which a 
number of hearings had taken place 
and the company had introduced a 
great deal of testimony and a large 
number of exhibits, the Commission 
amended its show-cause order to make 
provision for an additional element 
of discrimination which had reached 
its notice. It had come to the Com- 
mission’s attention that the toll rates 
of the Southern Bell Telephone and 
Telegraph Company for long-distance 
service between points within the state 
of Tennessee are in excess of the rates 
charged by the Southern Bell Tele- 
phone and Telegraph Company for 
service over comparable distances in 


TENNESSEE RAILROAD AND PUBLIC UTILITIES COMMISSION 








interstate service. By order dated 
August 13, 1943, an amendment to 
the show-cause order was entered in 
which the Commission ordered the 
company to show cause why the toll 
rates charged by it for long-distance 
service between points within the state 
of Tennessee should not be revised 
to conform to the rates charged by 
the company for service over com- 
parable distances in interstate service, 
The company thereupon filed an an- 
swer to the amended show-cause or- 
der in which the same issues were 
raised. 


The provisions of the Tennessee 
Code which prohibit discrimination in 
the rates of common carriers and 
public service companies are twelve 
in number. Code of Tennessee, 
§§ 5397, 5416, 5417, 5418, 5419, 
5420, 5421, 5422, 5427, 5441, 5450, 
and 5452. Some of these sections re- 
late to the regulation of railroad 
freight and passenger tariffs, but most 
of them relate to the charges of all 
common carriers and all public service 
companies. Unless clearly inapplica- 
ble because they show on their face 
that they can apply only to railroad 
rates and charges, all of these Code 
sections are binding upon public serv- 


ice corporations as well. Code of 
Tennessee, § 5455. 
Section 5397 of the Code, the 


earliest provision of the Tennessee 
law proscribing unjust discrimination, 
authorizes the Commission to correct 
abuses and prevent unjust discrimina- 
tion “in the rates of freight and pas- 
senger tariffs on the railroads.” 
Sections 5416-5422 relate to dis- 
criminations, extortions, and various 
types of preference and apply to both 
common carriers and public service 
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companies. Section 5416 prohibits 
and declares unlawful any unjust dis- 
crimination practiced by such com- 
panies, and it also contains a defini- 
tion of unjust discrimination. The 
section provides that if any such com- 
pany “ shall directly or indi- 
rectly, by any special rate, rebate, 
drawback, or other device, charge, de- 
mand, collect, or receive from any 
person a greater or less compensation 
for any services rendered in the trans- 
portation of any kind of property, or 
any person, or any service within this 
state than it charges, demands, col- 
lects, or receives from any other per- 
son for a like service in transportation 
or service of a like kind under sub- 
stantially like circumstances and con- 
ditions, ” it shall be deemed 
to be unjust discrimination. 

Section 5418 relates to undue and 
unreasonable preferences and advan- 
tages to particular persons or localities 
or particular descriptions of traffic 
or service. It is made unlawful for 
any public utility “to subject any par- 
ticular person, company, firm, cor- 
poration, or locality, or any particular 
descripition of traffic or service to any 
undue or unreasonable prejudice or 
disadvantage.” 

Section 5419 is concerned with 
the charges of common carriers and 
prohibits charges which would amount 
eee greater compensation in 
the aggregate for the transportation 
of passengers or property of like 
kind, under substantially like circum- 
stances and conditions, for a shorter 
than a longer distance over the same 
line in the same direction, the shorter 
being included within the longer dis- 
tance . 

By way of digression it may be 


commented that a telephone company 
is a common carrier. However, it is 
somewhat doubtful whether the spe- 
cific language of § 5419 can be said to 
be applicable to “the transmission of 
intelligence.” It might be argued that 
the transmission of intelligence con- 
stitutes transportation of property of 
a certain kind. The authorities on 
this particular point have not been ex- 
plored and consequently it is not ad- 
visable to determine with particular- 
ity at the present whether the specific 
short-haul-long-haul clause of the 
Tennessee act is applicable to tele- 
phone companies. In many statutes in 
various jurisdictions the clause con- 
tains specific reference to the trans- 
mission of intelligence by telephone. 
Thus Art. 3, § 304 of the Pennsyl- 
vania Public Utility Law provides 
that “. no public utility shall 
make, demand, or receive any greater 
rate in the aggregate for the transpor- 
tation of passengers or property of the 
same class, or for the transmission of 
any message or conversation for a 
shorter than for a longer distance over 
the same line or route in the same 
direction, the shorter being included 
within the longer distance ae 
(Italics supplied.) This  discus- 
sion is, after all, somewhat academic 
in the present case, as regardless of 
whether Code § 5419 specifically ap- 
plies to telephone companies or not, 
the short-haul-long-haul clause is un- 
questionably one of the most clear-cut 
and concise definitions of discrimina- 
tion or preference, and even without 
such specific reference would be in- 
cluded within the prohibition of any 
act which prohibits discriminations or 
preferences in general terms. 

Section 5427 relates to departures 
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from the published tariffs in favor of 
persons, localities, or corporations, 
and probably as to the rates of rail 
carriers alone, but the Commission 
has in prior cases applied this same 
rule to other public utilities. In Re 
The Tennessee Electric Power Co. 
(Tenn 1939) 27 PUR(NS) 152. 

Section 5441 defines unjust dis- 
crimination in standards of service on 
railroad lines and relates to such com- 
panies only. 

Section 5450 of the Code provides 
that the Commission shall have pow- 
er, whenever any existing individual 
rate, joint rate, toll, fare, charge, or 
schedule thereof shall be found to be 
unjust, unreasonable, excessive, in- 
sufficient or unjustly discriminatory 
or preferential, however the same may 
heretofore have been fixed or estab- 
lished, to fix just and reasonable rates 
after hearing upon notice. 

Section 5452, Subsections (a), 
(b), and (c), relates to public utilities 
and excludes common carriers by rail. 
This section of the Code is drawn 
from the Public Utility Regulatory 
Act (Public Acts of 1919, Chap 49, 
§ 6), and is closely related to the reg- 
ulatory powers of the Commission 
which are defined in the preceding two 
sections. By § 5452 public utilities 
are prohibited from making, impos- 
ing, or exacting any unreasonable, un- 
justly discriminatory, or unduly pref- 
erential individual joint rates or 
special rates, tolls, fares, charges or 
schedules for any product or service 
supplied or rendered; are prohibited 
from adopting or imposing any unrea- 
sonable classifications in the making 
or as the basis of any rates, tolls, 
charges, fares, or schedules for any 
product or service rendered; and are 
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prohibited from adopting, maintain- 
ing, or enforcing any regulations, 
practices, or measurements which are 
unjust, unreasonable, unduly prefer- 
ential, or discriminatory. 

The foregoing constitutes a brief 
abstract of all statutory provisions 
governing unjust discrimination and 
undue preference in the charges of 
public utilities. In the aggregate they 
amount to an emphatic and compelling 
condemnation of discriminatory and 
preferential treatment in whatever 
guise it may appear. As the Commis- 
sion said In Re The Tennessee Elec- 
tric Power Co. supra, 27 PUR(NS) 
at pp. 155, 156: 

i Public utility companies 
enjoy sweeping privileges and immu- 
nities bestowed upon them by the fran- 
chises under which they operate, and 
it is an essential corollary of this sov- 
ereign grant of monopolistic rights 
that the public should demand and re- 
ceive in return absolute .impartiality 
of treatment for all customers. Those 
who deal with a public service corpora- 
tion must be treated alike; favors may 
not be extended to some which are 
denied to others similarly situated. 
Such impartiality is of the essence of 
public services.” 

With this background it would ap- 
pear to be necessary to examine the 
rates for intrastate application for 
message toll service within the state 
of Tennessee and compare them with 
the rates applicable for interstate toll 
service as published by American 
Telephone and Telegraph Company 
and also as published by respondent, 
Southern Bell Telephone and Tele- 
graph Company. At the hearing the 
company introduced evidence of the 
tariffs applicable on each of these 
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classes of service. This evidence 
clearly shows the discrimination that 
exists against telephone users within 
the state, between interstate and intra- 
state rates for long-distance service 
over comparable distances. These 
tariffs also show that the interstate 
schedules of the American Telephone 
and Telegraph Company are identical 
with the interstate schedules of the 
Southern Bell Telephone and Tele- 
graph Company. 

This evidence shows that for dis- 
tances in excess of 42 miles on all day- 
time message toll rates, the intrastate 
rates are at an unfavorable differen- 
tial, which discriminates against calls 
originating and terminating at points 
within Tennessee. It was shown, for 


instance, that at 35 cents for the initial 
3-minute period, on a station-to-sta- 
tion day call, under the intrastate rate 


42 miles is the maximum scheduled 
distance between toll centers, and for 
the same service under the interstate 
rate, 48 miles is the maximum sched- 
uled distance between toll centers; at 
60 cents for the initial 3-minute 
period, under the station-to-station 
call, under the intrastate rate 98 miles 
is the maximum scheduled distance 
between toll centers, and for the same 
service under the interstate rate, 128 
miles is the maximum scheduled dis- 
tance between toll centers; at $1.20 
under the station-to-station call, for 
the initial 3-minute period, 320 miles 
is the maximum scheduled distance 
between toll centers under the intra- 
state rate, and for the same charge 
and service 440 miles is the maximum 
scheduled distance between toll centers 
under the interstate rate. Through- 
out the entire rate structure similar 
rate differentials consistently exist 


[14] 


209 


against Tennessee. The differential 
is not limited to station-to-station day- 
time toll rates, but applies also on per- 
son-to-person day message toll rates. 
Under person-to-person night and 
Sunday message toll rates the differ- 
ential exits at all distances above 50 
miles and under  station-to-station 
night and Sunday message toll rates 
the discrimination begins at 98 miles. 

At the time this proceeding was be- 
gun, rates for overtime service above 
the initial 3-minute periods upon 
which basic charges apply, were uni- 
form under both interstate and intra- 
state services, but while the case was 
in progress, but before evidence was 
taken, the interstate overtime rates 
were reduced by one-fourth, and this 
brought into being an additional dif- 
ferential and discrimination against 
calls originating and terminating at 
points within Tennessee. Intrastate 
overtime rates were thus at the time of 
the hearing at a level one-third higher 
than interstate overtime rates, al- 
though this differential when applied 
to actual billings was even larger than 
that because of the fact that the over- 
time schedules were related back to 
basic rates which in themselves con- 
tained a substantial differential. 

The testimony introduced by re- 
spondent tended to show that an an- 
nual reduction in gross revenues 
amounting to approximately $378,000 
would be sustained by the company if 
the revised interstate rates were made 
effective for comparable distances be- 
tween toll centers under intrastate toll 
billings, including those on overtime 
messages. 

On this record it is uncontroverted 
that discrimination in rates for long- 
distance service exists against numer- 
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ous points involved in intrastate traffic 
over the lines of respondent when 
compared with the rates for inter- 
state service over comparable dis- 
tances between toll centers. For ex- 
ample, assuming that Sneedville, Ten- 
nessee, is 400 miles from Memphis, 
Tennessee, and 410 miles from West 
Memphis, Arkansas, the charge for a 
person-to-person call, 3-minute initial 
daytime period, from Sneedville to 
Memphis is $1.85, while from Sneed- 
ville to West Memphis, Arkansas, the 
charge is $1.60; if the same call be 
increased to six minutes the charge 
from Sneedville to Memphis is $3.10, 
while from Sneedville to West Mem- 
phis it is $2.50; if the call be increased 
to fifteen minutes the charge from 
Sneedville to Memphis is $7.70, and 
the call from Sneedville to West 
Memphis is but $5.20. Similar in- 
stances can be recited involving all 
points within Tennessee as compared 
with all points from Tennessee to 
points outside of Tennessee, and for 
all classes of service, station-to-station 
initial period daytime rates, and initial 
period night and Sunday rates, over- 
time daytime rates, overtime night and 
Sunday rates and person-to-person 
initial night and Sunday rates and 
overtime daytime, night, and Sunday 
rates, provided that the distances in- 
volved are above 42, 50, and 98 miles 
as the case may be. 

The record also shows on examina- 
tion of respondent’s witnesses that 
calls between these various points are 
handled, as to operating methods, in 
the same manner and over the same 
facilities of respondent from an intra- 
state point such as Sneedville, to such 
an intrastate point as Memphis, and 
from the latter point additional facil- 
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ities and possibly additional personnel 
are required to complete the interstate 
call to such a point as West Mem- 
phis, Arkansas. The rate differential 
in this specific case is against the sub- 
scriber calling Memphis from Sneed- 
ville, and in favor of the subscriber 
calling West Memphis, Arkansas, 
from Sneedville. It is noteworthy 
that the discrimination on overtime 
calls exists on all long-distance calls, 
even those under 42 miles. This is a 
discrimination which has come into 
existence during the long pendency of 
this proceeding. 

There is no distinction between the 
type, quality, or value to the subscrib- 
er of interstate and intrastate message 
toll telephone service rendered by the 
company. Both involve the use of sub- 
stantially the same facilities; within 
the state one pair of wires may be 
used on an intrastate call at one mo- 
ment and two minutes later the same 
pair of wires may be used for an inter- 
state call through the same intrastate 
points and thereafter through addi- 
tional facilities to an interstate point. 
Within the area in and immediately 
surrounding Tennessee the conditions 
and circumstances under which the 
company renders intrastate toll serv- 
ice, are substantially the same as the 
conditions and circumstances under 
which it is rendering interstate toll 
service and substantially the same 
facilities are used in rendering the two 
services. On some interstate toll calls, 
however, the facilities used may in- 
volve the use of additional, though 
similar, facilities belonging to the 
American Telephone and Telegraph 
Company or one or another of the As- 
sociated Bell Companies. In the area 
in which the company operates no dif- 
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ferences in operating conditions exist 
justifying the exaction of a higher 
charge for intrastate service than for 
comparable interstate service, and the 
practice of the company in maintain- 
ing a substantial differential as to 
rates and charges for these two dif- 
ferent classes of service amounts to 
the granting of preferences or advan- 
tages to users of interstate toll service 
and by the same token it subjects in- 
trastate toll rate subscribers to preju- 
dicial and disadvantageous treatment 
in violation of various statutory pro- 
visions. 

The evidence introduced in this 
case is almost identical with that pro- 
duced by the companies involved in 
other recent Commission rate cases. 
In Pennsylvania, in Michigan, and in 
Utah the Commissions under circum- 
stances and conditions similar to those 


found in this case have made findings 
that unjust or unreasonable discrim- 
ination exists, and have ordered that 


such discrimination should be re- 
moved by making the intrastate toll 
rates conform to the interstate toll 
rates. Public Utility Commission v. 
Bell Teleph. Co. (Pa 1938) 23 PUR 
(NS) 173; Re Michigan Bell Teleph. 
Co. (Mich 1938) 25 PUR(NS) 24; 
Public Service Commission v. Moun- 
tain States Teleph. & Teleg. Co. 
(Utah 1942) 45 PUR(NS) 332. 
In each of these cases the companies 
involved prosecuted appeals. In the 
Pennsylvania and Michigan cases the 
state courts of ultimate appellate juris- 
diction respectively affirmed the find- 
ings of the Commissions. Bell 
Teleph. Co. v. Public Utility Commis- 
sion (1939) 135 Pa Super Ct 218, 28 
PUR(NS) 266, 5 A(2d) 410; 
Michigan Bell Teleph. Co. v. Public 
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Service Commission (1941) 297 
Mich 92, 39 PUR(NS) 111, 297 NW 
198. 

In the Utah case the supreme court 
of Utah reversed and remanded the 
case to the Commission. While the 
court agreed with the Commission 
that a discrimination was in existence 
it disagreed with the Commission’s 
handling of the case and remanded the 
case in order to require the Commis- 
sion to make more specific findings as 
to the extent of the discrimination and 
the extent of justification for the dis- 
crimination. Mountain States Teleph. 
& Teleg. Co. v. Public Service Com- 
mission, — Utah —, 51 PUR(NS) 
275, 142 P(2d) 873 (opinion filed 
October 25, 1943). 

In the Pennsylvania case an appeal 
was taken from the superior court of 
Pennsylvania to the Supreme Court 
of the United States which affirmed 
both the Commission and the court. 
Bell Teleph. Co. v. Pennsylvania 
Pub. Utility Commission (1940) 309 
US 30, 84 L ed 563, 32 PUR(NS) 
304, 60 S Ct 411. 


A similar rate situation was recent- 
ly the subject of an investigation by 
the Federal Communications Com- 
mission, and the Commission held that 
discrimination and prejudice exist 
against a telephone user who is re- 
quired to pay at a higher rate per unit 
of service furnished (message-minute- 
mile) for a call from a city within the 
territory served by a telephone system 
to another city within the same ter- 
ritory, than is required of another sub- 
scriber for a call between such city 
and a city outside of that telephone 
system, and the Commission ordered 
the company to file tariffs which 
would cause these differential rates to 
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conform. Washington Dept. of Pub- 
lic Service v. Pacific Teleph. & Teleg. 
Co. (Fed CC 1941) 37 PUR(NS) 
129. 

The Bell System made no appeal 
from this order of the Federal Com- 
munications Commission, clearly ev- 
idencing its realization that the Su- 
preme Court of the United States 
would sustain the Commission’s order 
as lawful. Instead the Bell System 
recognized the validity of the order 
and shortly filed ‘“concurrences” with 
the Federal Communications Commis- 
sion for each Associated Bell Com- 
pany in the system having intra-com- 
pany interstate service. 

From this review of the cases that 
are directly in point it will be seen 
that the weight of authority is most 
decidedly in favor of the rule that cir- 
cumstances and conditions under 


which long-distance intrastate mes- 
sage telephone rates are higher than 
the rates charged for service over 


comparable distances in interstate 
commerce constitute unjustified and 
unlawful discrimination. The only 
case which is not in agreement with 
this rule is that of the supreme court 
of Utah, which has ventured upon a 
minority doctrine. The majority 
rule commends itself by its simplicity 
and logic and because it is in harmony 
with the principles which have actu- 
ated our legislative bodies in outlaw- 
ing preferential treatment of custom- 
ers and localities by public service cor- 
porations. It expresses the law as it 
stands in Tennessee. Accordingly, it 
is my opinion that the rates and sched- 
ules of the respondent, Southern Bell 
Telephone and Telegraph Company, 
for intrastate message toll service 
within Tennessee, in so far as they do 


not conform to the rates published 
and charged by the company, and by 
its affiliated company, American Tele- 
phone and Telegraph Company, for 
interstate message toll service for 
comparable distances, subject intra- 
state commerce to an unjust and un- 
due discrimination, and are conse- 
quently unlawful. 

It has become necessary to file this 
dissent because the Commission, by 
majority action, has entered an order 
approving and adopting rates which 
are unlawful and in violation of the 
statutes of Tennessee, inasmuch as 
they still constitute an unjust and un- 
due discrimination against intrastate 
users of long-distance service. 

By the new rates established by the 
Commission’s order there still re- 
mains a differential in the initial rates 
between interstate and intrastate serv- 
ice for comparable distances. This 
differential has now been narrowed 
to 5 cents and 10 cents for all dis- 
tances. But there remains in effect 
the overtime differential by which the 
intrastate rate exceeds the interstate 
rate by approximately one-third. 

At 70 cents, for example, for the 
initial 3-minute period, on a person- 
to-person daytime call, under the in- 
trastate rate 80 miles is the maximum 
scheduled distance between toll cen- 
ters, and for the same service under 
the interstate rate 96 miles is the 
maximum scheduled distance between 
toll centers; at $1.20 for the initial 
3-minute period, under the person-to- 
person day call, under the intrastate 
rate 238 miles is the maximum sched- 
uled distance between toll centers, 
and for the same service under the 
interstate rate 268 miles is the max- 
imum scheduled distance between toll 
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centers; similar rate differentials con- 
sistently exist throughout the entire 
rate structure against Tennessee. For 
overtime calls the discrimination is 
even more substantial. 

For example, from Cleveland, Ten- 
nessee, to Dyersburg, Tennessee, is 
269 miles, and from Cleveland to 
Blytheville, Arkansas, is 286 miles. 
The charge for a person-to-person 
call, 3-minute initial day period from 
Cleveland to Dyersburg is $1.30, and 
from Cleveland to Blytheville it is 
but $1.25; if the same call be in- 
creased to six minutes, the charge 
from Cleveland to Dyersburg is $2.50, 
and from Cleveland to Blytheville is 
$2; if the same call be increased to 
fifteen minutes, the charge from 


Cleveland to Dyersburg is $5.10, and 
from Cleveland to Blytheville is $4.25. 
From Chattanooga, Tennessee, to 


Jellico, Tennessee, is 129 miles, and 
from Chattanooga to Williamsburg, 
Kentucky, is 136 miles. The initial 
charge for a 3-minute person-to-per- 
son day call, from Chattanooga to 
Jellico is 95 cents, and from Chat- 
tanooga to Williamsburg, Kentucky, 
it is 90 cents; if the call be increased 
to six minutes the Chattanooga to 
Jellico charge is $1.85, and the Chat- 
tanooga to Williamsburg charge is 
$1.35; if the call be a 15-minute call, 
the Chattanooga to Jellico charge is 
$3.65, and the Chattanooga to Wil- 
liamsburg charge is $2.70. 
Comparing person-to-person calls 
from Knoxville, Tennessee, to Union 
City, Tennessee, and Cairo, Illinois, 
the distances are respectively 294 
miles and 304 miles; for the initial 
period call, to Union City, the charge 
is $1.40, and to Cairo it is $1.35; for 
the 6-minute call, to Union City the 
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charge is $2.75, and to Cairo $2.10; 
for the 15-minute call, to Union City 
the charge is $5.90, and to Cairo it is 
$4.35. 

Such examples can be multiplied 
until they blanket the entire state so 
far as it is served by the Bell System, 
and the discrimination which former- 
ly existed has been intensified by the 
new overtime rate differential. 

Consequently the new rates ap- 
proved and adopted by the Commis- 
sion do not cure the infirmity to which 
the present rates are subject. The 
rates approved and adopted are ille- 
gal and are constructed on a principle 
which is in violation of the Tennessee 
statutes which prohibit discrimination. 

The respondent has urged that even 
if the rates are found to be unjustifi- 
ably discriminatory, the Commission 
has no authority to order the com- 
pany to cure the discrimination, since 
nondiscriminatory rates would result 
in confiscation of the company’s prop- 
erty, which contravenes the Constitu- 
tion of Tennessee, Art. I, § 8. The 
constitutional provision relied upon 
provides that “. no man shall 
be taken or imprisoned, or disseized of 
his freehold, liberties, or privileges, 

or in any manner destroyed, or 
deprived of his life, liberty, or prop- 
erty, but by the law of the 
land.” 

The “law of the land” embraces an 
explicit condemnation of discrimina- 
tion in the rates of public utilities. 
This constitutional provision does not 
protect the life, liberty, and property 
of the citizen under every conceivable 
circumstance. A man may so use his 
life that he harms his neighbor and 
takes his life, whereupon the law of 
the land may look upon him as a mur- 
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derer and deprive him of his life in 
consequence of his acts. A man may 
misuse his liberty and harm his neigh- 
bor in many ways, in his property, or 
in his person, whereupon the state has 
power, within the law of the land, to 
deprive him of his misused liberty and 
imprison him. A man may have prop- 
erty, for example, narcotic drugs, by 
which he is able to injure his neigh- 
bor, and the state has power to con- 
fiscate this property, for the law of 
the land gives it this power. 

The right to contract is one of the 
privileges protected by this section; 
it is both a right of “property,” and 
a right of “liberty.” State ex rel. 
Astor v. Schlitz Brewing Co. (1900) 
104 Tenn 715, 59 SW 1033, 78 Am 
St Rep 941, cited in 52 LRA(NS) 
525; State v. Cummings (1933) 166 
Tenn 460, 63 SW(2d) 515. Yet if 


a man seeks to use his right to con- 


tract for the purpose of injuring an- 
other by fraud, the state may act to 
prohibit and prevent such frauds, and 
thus deprive him of his right to con- 


tract. State v. Co-operative Store 
Co. and State v. W. M. Ausmus Mill 
Co. (1910) 123 Tenn 399, 131 SW 
867, Ann Cas 1912C 248, cited in 40 
LRA(NS) 879, LRAI916E 380, 5 
ALR 1069, 6 ALR 430. Such a stat- 
ute is enacted for the prevention of 
fraud, and it has a fair, just, and rea- 
sonable relation to the preservation of 
the lives, health, morals, and general 
welfare of the public. Such statutes 
do not contravene the constitutional 
provisions against the abridgment of 
the rights of persons to contract and 
against the deprivation of their 
liberty and property without due 
process of law, although they may in- 
terfere with individual liberty, and 
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the free use and enjoyment of private 
property. 

In no one of these four instances, or 
the many similar cases that could be 
cited, does the constitutional injunc- 
tion relied on protect the man in- 
volved, nor save him from being de- 
prived of his life, his liberty, or his 
property. In fact, it may be asserted 
that in virtually every case in which a 
man uses his property to the injury of 
his neighbor, the law of the land may 
operate to deprive him of this prop- 
erty. 

A public utility corporation is not 
a man, and whether it is entitled to 
the immunities of this constitutional 
provision as if it were a man, I do 
not attempt to say. But it cannot be 
gainsaid that this constitutional pro- 
vision affords public utility corpora- 
tions no greater protection in their 
property than it affords any true man 
in his. A telephone company which 
uses its property to the injury and 
abuse of other persons may be de- 
prived of its property in consequence 
thereof, and Art. I, § 8, of the Consti- 
tution of Tennessee will not save its 
property from such “confiscation,” 
provided that the law of the land 
makes provision therefor. If it per- 
sists in such unlawful uses of its 
property, it may see its entire prop- 
erty and franchises confiscated, to the 
extent that it may even forfeit its 
right to do business in the state. 

The prevention of discrimination 
in general is within the police power 
of the state. The legislature has seen 
fit to enact statutes preventing public 
utilities from engaging in discrim- 
inatory rate practices, because a dis- 
crimination is a trespass upon an- 
other’s private rights, and is capable 
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of causing him grave harm and in- 
jury. Every act of discrimination 
causes injury to someone to some ex- 
tent, even if it be imponderable. The 
state may accordingly institute every 
reasonable preventive remedy when 
the difficulty experienced in circum- 
venting acts of discrimination is so 
great that no other means will prove 
efficacious. Such preventive measures 
are quite similar to those which may 
be employed to prevent the perpetra- 
tion of frauds. Both are an exercise 
of the police power. 

The exact issue here has also been 
resolved by the weight of respectable 
authority to favor the principle that 
an administrative commission may act 
to eliminate such discriminations and 
preferences as may be found to exist, 
regardless of any defense interposed 
as to confiscation. Alabama & V. R. 
Co. v. Mississippi R. Commission 
(1906) 203 US 496, 51 L ed 289, 27 
S Ct 163; Re Otter Tail Power Co. 
(Fed PC 1940) 33 PUR(NS) 257. 

These authorities, in my opinion, 
dispose of all the questions which are 
properly before the Commission. As 
a matter of caution, however, it 
should be stated that the record does 
not establish that the earnings of re- 
spondent would not even if reduced 
through elimination of the discrim- 
inatory rates, produce a fair return on 
the fair value of the company’s prop- 
erty dedicated to the service of the 
public. During this period of war 
Congress has acted so as to allow all 
persons a fair return under the ex- 
igencies of war. The Excess Profits 


Tax Act has this effect, and limits 
the fair return which any person may 
make during the period of war. The 
respondent, Southern Bell Telephone 
and Telegraph Company, it is shown 
in this record, is earning at a rate 
considerably in excess of the fair 
profit which is permitted under the 
Excess Profits Tax Act. It is earn- 
ing excess profits on its Tennessee in- 
trastate toll service alone to such an 
extent that it is required to pay $264,- 
066? in excess profits taxes. It bor- 
ders upon the absurd for the company 
to argue that it is not earning a fair 
return at the very time that it admits 
that it is earning excess profits in such 
fashion. 

It is also noteworthy that the net 
earnings of respondent would be re- 
duced in the aggregate by approxi- 
mately $40,000 additional if the dis- 
crimination were completely purged. 
The company has testified that it 
would lose $200,000 in gross revenues, 
but excess profits taxes absorb more 
than 80 per cent of this gross. Con- 
sequently the company by insisting 
upon the principle of exacting dis- 
criminatory charges, will take from 
the users of telephone service in the 
state $200,000, of which it will pay 
as excess profits taxes $160,000, and 
the $40,000 balance of which it will 
retain in its treasury. 

To perpetuate a wrong and an in- 
justice in this manner and with such 
meager gain and benefit to the com- 
pany is most mischievous to the sound 
public policy which regulation should 
cultivate. 





1 This figure is used although it does not ap- 
pear in the formal record. The amount of 
excess profits taxes was supplied by the com- 
pany in response to a request made by the 


Commission staff during the hearing. This 
amount was allocated by the company to intra- 
state toll service in Tennessee. 
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UNITED STATES COURT OF APPEALS, 
DISTRICT OF COLUMBIA 


The Connecticut Light & Power Company 


Vv. 


Federal Power Commission 


No. 8341 
— US App DC —, — F(2d) — 
February 28, 1944 


ETITION for review of order of Federal Power Commission 
P vsserting jurisdiction over an electric company and ordering 
compliance with Uniform System of Accounts; affirmed. For 

Commission decision, see (1942) 44 PUR(NS) 170. 


Interstate commerce, § 22 — What constitutes interstate transmission — Evidence 
of meter readings. 

1, Ordinary meter readings, which measure electric current and are suff- 
cient data on which to make charges for electricity to users, are equally suf- 
ficient to determine the interstate transmission of energy under the Federal 
Power Act, notwithstanding contentions that scientifically conclusive proof 
of interstate transmission of energy is impossible where an interstate power 
line is tapped to supply several communities, p.218. 


Interstate commerce, § 34.1 — Scope of Federal Power Act — Local facilities — 
Interstate connections. 
2. A company is subject to regulation under the Federal Power Act as a 
public utility if it taps an interstate power line and obtains energy for local 
distribution even though the facilities which it owns and uses for distribu- 
tion of energy are classified as local, p. 218. 


Accounting, § 3 — Jurisdiction of Federal Power Commission. 
3. The sole test of jurisdiction of the Federal Power Commission over ac- 
counts of a company owning facilities within a state for tapping an inter- 
state line, in order to supply power to local communities, is whether these 
facilities, local or otherwise, are used for the transmission of electric energy 
from a point in one state to a point in another, p. 218. 

Public utilities, § 73 — Status under Federal Power Act. 
4. A company owning facilities in one state for tapping an interstate line 
in order to supply power to local communities is a public utility under the 
Federal Power Act when actual meter readings show an interstate flow of 
current to supply the company’s facilities, p.218. 

Interstate commerce, § 34.1 — Scope of Federal Power Act — Essential interstate 

character of system. 

5. An electric company owning and operating facilities within a state for 
local distribution and tapping an interstate power line is not so essentially 
intrastate in character as to exclude it from jurisdiction under the Federal 
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Power Act on the ground that it has an insignificant or temporary outside 
connection, where at the time of the passage of the Federal Power Act the 
transmission system was so clearly interstate in character that it could 
operate most economically only by taking advantage of savings afforded 
by an interstate electrical pool, connections were severed as a last minute 
attempt to escape Federal jurisdiction (with additional expense to con- 
sumers), and the use of its facilities on a purely intrastate basis is not a 
normal or efficient or economical use, p.221. 
Interstate commerce, § 22 — What constitutes — Sale of electricity for resale. 

6. An electric company cannot escape jurisdiction under the Federal Pow- 
er Act on the ground that the interstate movement of electric current sold 
to a municipality and resold across the state line did not begin until the 
energy left the facilities of the company at the point of sale to the munici- 
pality, p. 222. 
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APPEARANCES: Claude R. Branch, 
for petitioner; John L. Hall also en- 
tered an appearance for petitioner; 
Howard E. Wahrenbrock, Assistant 
General Counsel, with whom Charles 
V. Shannon, General Counsel, and 
Louis W. McKernan, Principal At- 
torney, all of the Federal Power Com- 
mission, were on the brief, for re- 
spondent. 

Before Miller, Dobie,* and Arnold, 


JJ. 


ARNOLD, A. J.: The Feder- 
al Power Commission after extensive 
hearings found that the petitioner, 


The Connecticut Light and Power 
Company, was a public utility within 
the meaning of the Federal Power 
Act, and ordered it to comply with the 
uniform system of accounts pre- 
scribed by the Commission under 
§ 301 of the act. The case is before 
us for a review of the finding and or- 
der of the Commission. Since it is 
conceded that the petitioner must com- 
ply with the order if it is a public util- 
ity under the act, the sole question be- 
fore us is whether the finding of the 
Commission to that effect is sustained 
by substantial evidence and by a cor- 
rect interpretation of the law.? 





* Sitting by assignment of the Chief Justice 
of the United States, pursuant to the provi- 
sions of the act of December 29, 1942, entitled 
“An act to amend the Judicial Code to author- 
ize the Chief Justice of the United States to 
assign circuit judges to temporary duty in cir- 
cuits other than their own.” 

1 Statutes Involved. 

Federal Power Act, 49 Stat 847, USC Title 
16, § 824(a), 16 USCA § 201. 

Part II—Regulation of Electric Utility Com- 
panies Engaged in Interstate Commerce. 

Declaration of Policy; Application of Part; 
Definitions. Section 201. (a) It is hereby de- 
clared that the business of transmitting and 
selling electric energy for ultimate distribution 
to the public is affected with a public interest, 
and that Federal regulation of matters relating 
to generation to the extent provided in this 
Part and the Part next following and of that 
part of such business which consists of the 
transmission of electric energy in interstate 
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commerce and the sale of such energy at 
wholesale in interstate commerce is necessary 
in the public interest, such Federal regulation, 
however, to extend only to those matters which 
are not subject to regulation by the states. 

(b) The provisions of this Part shall apply 
to the transmission of electric energy in inter- 
state commerce and to the sale of electric ener- 
gy at wholesale in interstate commerce, but 
shall not apply to any other sale of electric 
energy or deprive a state or state Commission 
of its lawful authority now exercised over the 
exportation of hydroelectric energy which is 
transmitted across a state line. The Com- 
mission shall have jurisdiction over all facili- 
ties for such transmission or sale of electric 
energy, but shall not have jurisdiction, ex- 
cept as specifically provided in this Part and 
the Part next following, over facilities used 
for the generation of electric energy or over 
facilities used in local distribution or only for 
the transmission of electric energy in intrastate 


52 PUR(NS) 





UNITED STATES COURT OF APPEALS 


The Connecticut Light and Power 
Company distributes electricity to a 
substantial part of the state of Con- 
necticut, including 107 towns, cities, 
and boroughs with a total population 
of 660,000, and about 130,000 addi- 
tional consumers served by other Con- 
necticut utilities which purchase elec- 
tric current from the petitioner. On 
the Saturday before the Monday on 
which the act took effect petitioner 
was unquestionably engaged in the in- 
terstate transmission of electric energy 
as defined by the act. It was a mem- 
ber of the Connecticut Valley Power 
Exchange for the interchange of elec- 
tric energy between companies in Mas- 
sachusetts, Connecticut, and New 
York. Its facilities were designed so 
that this interchange of energy cre- 
ated substantial savings and consti- 
tuted the most efficient use of the sys- 
tem. In a last minute effort to avoid 
Federal jurisdiction the petitioner sev- 
ered its main interstate connection in 
spite of the fact that this added to the 


cost of furnishing electricity to con- 
sumers in Connecticut. It was, how- 
ever, unable to sever all its interstate 
connections and it is on these remain- 
ing connections that the government 
rests its case. 

The principal connections which re- 
mained after the passage of the act 
were (1) with an interstate line from 
Massachusetts owned by the Connecti- 
cut Power Company (a separate or- 
ganization) which is tapped by the pe- 
titioner ; and (2) with facilities which 
transmitted electric energy to Fishers 
Island in New York until 1941. We 


will consider the effect of these inter- 
state connections separately. 


The Power Line from Massachusetts 

Tapped by the Petitioner 

[1-4] The Connecticut Power 
Company in the operation of the Con- 
necticut Valley Power Exchange sup- 
plies energy from various plants in 
Massachusetts to an interstate power 
line which is tapped in Connecticut by 





commerce, or over facilities for the transmis- 
sion of electric energy consumed wholly by 
the transmitter. 

(c) For the purpose of this Part, electric 
energy shall be held to be transmitted in inter- 
state commerce if transmitted from a state and 
consumed at any point outside thereof; but 
only in so far as such transmission takes place 
within the United States. 

(d) The term “sale of electric energy at 
wholesale” when used in this Part means a 
sale of electric energy to any person for resale. 

(e) The term “public utility” when used in 
this Part or in the Part next following means 
any person who owns or operates facilities sub- 
ject to the jurisdiction of the Commission un- 
der this Part. 


Federal Power Act, 49 Stat 854, USC Title 
16, § 825(a), 16 USCA § 301. 

Part III—Licenses and Public Utilities; 
Procedural and Administrative Provisions. 

Accounts, Records, and Memoranda. Sec- 
tion 301. (a) Every licensee and public 
utility shall make, keep, and preserve for such 
periods, such accounts, records of cost-ac- 
counting procedures, correspondence, memo- 
randa, papers, books, and other records as the 
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Commission may by rules and regulations pre- 
scribe as necessary or appropriate for pur- 
poses of the administration of this act, includ- 
ing accounts, records, and memoranda of the 
generation, transmission, distribution, delivery, 
or sale of electric energy, the furnishing of 
services or facilities in connection therewith, 
and receipts and expenditures with respect to 
any of the foregoing: Provided, however, that 
nothing in this act shall relieve any public 
utility from keeping any accounts, memoranda, 
or records which such public utility may be 
required to keep by or under authority of 
the laws of any state. The Commission may 
prescribe a system of accounts to be kept 
by licensees and public utilities and may classi- 
fy such licensees and public utilities and pre- 
scribe a system of accounts for each class. 
The Commission, after notice and opportunity 
for hearing, may determine by order the ac- 
counts in which particular outlays and receipts 
shall be entered, charged, or credited. The 
burden of proof to justify every accounting 
entry questioned by ‘the Commission shall he 
on the person making, authorizing, or requir- 
ing such entry, and the Commission may sus- 
pend a charge or credit pending submission of 
satisfactory proof in support thereof. 
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is shown by the case of Jersey Central 
Power & Light Co. v. Federal Power 
Commission (1943) 319 US 61, 87 
L ed 1258, 48 PUR(NS) 129, 63 S 
Ct 953. 

A more serious question which pe- 
titioner raises is whether the owner- 
ship of facilities in Connecticut for 
tapping an interstate line in order to 
supply power to local communities is 
sufficient to make it a public utility. 
Petitioner contends that such facilities 
are not within the jurisdiction of the 
Commission because they are used in 
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local distribution. Petitioner’s argu- 
ment runs as follows: It is not re- 
quired to keep accounts unless it is a 
“public utility.” [Section 301.] A 
public utility is any person who owns 
or operates facilities subject to the ju- 
risdiction of the Commission. [ Sec- 
tion 201(e).] The Commission does 
not have jurisdiction, except as spe- 
cifically provided, over facilities used 
in local distribution. [Section 201 
(b).] While the act specifically pro- 
vides for the keeping of accounts on 
facilities in local distribution it does 
not specifically provide for jurisdic- 
tion over such local facilities. [Sec- 
tion 301.] From this it is argued that 
even though the energy which peti- 
tioner distributes comes from another 
state it is not a public utility under the 
jurisdiction of the Commission be- 
cause the facilities which it owns are 
for local distribution. 

Such a construction is a gram- 
matical possibility. However, it con- 
tradicts the broad purpose of the act 
to correct abuses of write-ups, infla- 
tion of accounts, and similar practices 
which have on occasion been found in 
the utility industry. It would permit 
a company which operated facilities 
that were normally designed for the 
interstate transmission of electric 
power to split itself into segments, one 
of which owned the power line and the 
other the distribution system. By 
such artificial corporate manipulation 
the Federal Power Commission would 
get jurisdiction over the tail of what 
was in fact an interstate setup to 
wit: the high voltage line), and lose 
jurisdiction over the dog (the main 
distribution system). It would en- 
courage the setting up of unneces- 
sarily complicated accounting systems 
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between the owners of the segments 
of the artificially divided power sys- 
tem, which the act is designed to elim- 
inate. The Federal Power Act obvi- 
ously intends to confer Federal juris- 
diction upon electric distribution sys- 
tems which normally would operate 
as interstate businesses. It is not an 
act to put a premium on artificial cor- 
porate reorganization. It is not sur- 
prising, therefore, that the construc- 
tion urged by the petitioner has been 
expressly overruled in the case of 
Hartford Electric Light Co. v. Federal 
Power Commission (1942) 46 PUR 
(NS) 198, 131 F(2d) 953, cert. den. 
(1943) 319 US 741, 87 L ed 1698, 63 
S Ct 1028. The opinion of Judge 
Frank in that case analyzes the pro- 
visions of the act so well that we need 
not repeat it here. He reaches what 
seems to us the proper conclusion that 


§ 201(b) means to give the Commis- 
sion jurisdiction over any facility for 
the transmission of electric energy in 


interstate commerce. The “but” 
clause in the section is intended to 
make it clear that this jurisdiction ex- 
tends even to local facilities where the 
act provides for their regulation, as it 
does in the case of accounting prac- 
tices. 

Therefore, whether or not the facil- 
ities by which petitioner distributes 
energy from Massachusetts should be 
classified as “local” is not relevant to 
this case. The sole test of jurisdic- 
tion of the Commission over accounts 
is whether these facilities, “local” or 
otherwise, are used for the transmis- 


sion of electric energy from a point 
in one state to a point in another? 
Since actual meter readings in this 
case show such an interstate flow of 
current to supply petitioner’s facilities 
it is a public utility under the act. 
The only alternative to such a con. 
clusion is to adopt the argument of the 
petitioner that a point can be selected 
in the instantaneous transmission of 
energy from Massachusetts to Con- 
necticut where interstate transmission 
ends and intrastate transmission be- 
gins. Petitioner suggests that point 
can be found at the station where it 
taps the admittedly interstate line. 
This theory assumes that electricity is 
carried in little abstract buckets. The 
owner of the interstate line carries the 
bucket on its interstate journey and 
hands it to the petitioner in Connecti- 
cut. And thus the transmission of 
electricity is made to look like the sale 
of a pair of shoes. This conception 
contradicts all we know about electri- 
cal transmission. It is the kind of 
mythological offspring of an unneces- 
sary union between the law and the 
natural sciences that makes scientists 
(except expert witnesses) tear their 
hair. It is true that such myths can- 
not be avoided as the vehicle of ju- 
dicial discussion in many cases, for 
example where the issue is the limits 
of taxing power between Federal and 
state governments. But these are 
cases where it is apparent that Con- 
gress intended the courts to use such 
artificial conceptions. We believe it 
was to escape this legal-electric myth- 





2 There is a superficial inconsistency between 
the above statement and the concluding phrase 
in § 201(a) “. such Federal regulation, 
however, to extend only to those matters which 
are not subject to regulation by the states.” 
This limitation, however, has been held by the 
Supreme Court of the United States not to ap- 
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ply to the sections of the act which specifically 
give the Federal Power Commission jurisdic- 
tion over matters of financial arrangement, 
such as the accounting section which we are 
discussing here. Jersey Central Power & 
Light Co. v. Federal Power Commission, su- 
pra. 
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ology that the Federal Power Act 
made the test of jurisdiction depend, 
not on the current definition of “in- 
terstate commerce” but on the actual 
transmission of electric energy from 
one state to another without regard 
to the mechanical means of that trans- 
mission. This language gives us no 
excuse for indulging in the bucket 
theory of electrical transmission or for 
differentiating between the different 
kinds of equipment over which the 
energy flows in its instantaneous 
passage from a generator in one state 
to a consumer in another. It makes 
the test of whether such energy is ac- 
tually transmitted between the two 
states the simple and practical one of 
reading a meter. 

[5] The adoption of this test, based 
on the underlying purpose of the act, 
compels us to give serious considera- 
tion to petitioner’s argument that it 
is being used here to defeat the pur- 
pose of the act by giving the Commis- 
sion jurisdiction over a system that is 
essentially intrastate because of some 
trivial or temporary connection from 
the outside. We do not believe Con- 
gress intended that a large electric 
power system which. was essentially 
intrastate in character should come 
under Federal jurisdiction because of 
some insignificant or temporary out- 
side connection. But if we keep the 
purpose of the act in mind we can 
avoid unreasonable extensions of 
Federal jurisdiction. The court needs 
only to look at the character of the 


organization and its facilities in order 
to determine whether it can reason- 
ably be classified as an intrastate sys- 
tem. Intelligent interpretation of the 
act does not bind us to a rule of 
thumb. 

In the case before us the history of 
petitioner’s operations removes all 
doubt as to its essentially interstate 
character. At the time the act was 
passed petitioner’s transmission sys- 
tem was so clearly interstate in char- 
acter that it could operate most 
economically only by taking advan- 
tage of the savings afforded by an in- 
terstate electrical pool. The severing 
of connections, both contractual and 
otherwise, with that pool was not done 
as a normal business operation but as 
a last-minute attempt to escape Fed- 
eral jurisdiction. In order to accom- 
plish that severance petitioner was 
compelled to load on to consumers un- 
necessary additional expense in fur- 
nishing electricity. The record con- 
tains evidence which establishes the 
improvident business character of 
converting the system to a purely in- 
trastate operation. The attempt to 
make petitioner’s operations appear 
intrastate was an artificial and costly 
gesture against sound business policy 
and against the interests of Connecti- 
cut consumers. And even after this 
gesture had been made there still re- 
mained some interstate connections 
which apparently could not be sev- 
ered. The evidence that the use of 
petitioner’s facilities on a purely in- 





3 “Tn the event that you wish to separate our 
systems, the matter can perfectly well wait un- 
til the time of the December peak has passed. 

“Our reason for the above decision is that 
we believe that the chance of our position 
being overruled by the courts is too remote to 
justify the loss of $100,000 a year and the 


greater plant investment to be shortly required 
under the present operating conditions.” 

(Excerpt from letter of S. Ferguson, chair- 
man of the board of directors, Connecticut 
Power Company, to J. Henry Roraback, Presi- 
dent, Connecticut Light & Power Company, 
dated November 19, 1935.) 
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trastate basis was not a normal nor 
an efficient nor an economical use of 
that system supports the finding that 
it is in fact a system designed for in- 
terstate transmission of electricity. 
In severing its connections to avoid 
Federal jurisdiction petitioner  re- 
stricted the availability of low cost 
electricity in Connecticut and raised a 
serious question whether such a re- 
straint of interstate commerce for 
such a purpose was legal. But wheth- 
er legal or not, it was an abnormal use 
of the transmission system, a use that 
would have amounted to bad business 
management except for the desire to 
escape Federal jursidiction. These 
considerations are sufficient to con- 
vince us that the Commission in this 
case is not attempting to control a 
normally intrastate business through 
the accident of a trivial outside con- 
nection. 


Transmission of Energy to Fishers 
Island, New York 
[6] The second connection with in- 
terstate transmission relied on by the 
government to support Federal juris- 
diction is the fact that from the time 


of the passage of the act until Feb- 
ruary, 1941, petitioner was supplying 
electric current to Fishers Island in 
New York. The current was sold to 
the borough of Groton and resold by 
that municipality to Fishers Island. 
Petitioner stopped supplying the bor- 
ough with electricity for resale on the 
pretended ground that such resale was 
an ultra vires act. The actual reason 
was to escape Federal jurisdiction. 
Petitioner cannot escape Federal juris- 
diction on the ground that the inter- 
state movement of electric current to 
Fishers Island did not begin until the 
energy left the facilities of the peti- 
tioner at Groton. The current trans- 
mitted to Fishers Island amounted to 
only .2 per cent of petitioner’s busi- 
ness, but this would be significant only 
in a case where the Commission was 
attempting to get jurisdiction over a 
normally intrastate business because 
of some temporary and negligible out- 
side sales. As we have shown, this is 
not such a case. 

The finding of the Commission 
that the petitioner is a public utility is 
amply supported by the evidence. Its 
order will, therefore, be affirmed. 
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Re San Diego Gas & Electric Company 


Decision No. 36672, Case No. 4681 
October 21, 1943 
peepee relating to increases in electric and steam-heat 
rates pursuant to automatic rate adjustment clauses; im- 
creased rates permitted to become effective. 


Rates, § 303 — Increase under fuel clause — Stabilization act during war. 
1. Increased rates for electric and steam-heating service to a relatively small 
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number of large customers should be permitted to go into effect, under the 
terms of automatic rate adjustment clauses basing such rates on changes 
in the costs of fuel oil, notwithstanding the provisions of Federal legislation 
during war to stabilize prices, where such customers have secured a lower 
than average rate because of the fuel clause, and in the absence of such in- 
crease these large customers would be paying less than full costs of the 


2. Consideration of the factors involved in determining the reasonableness 
of utility earnings and rates is not necessary in a proceeding relating to in- 
creased rates to a small number of large customers in accordance with auto- 


clause in each of the tariffs affected 
is of two parts, one dealing with rate 
adjustments when fuel oil is used as 
a fuel, and the other when gas is a 
fuel. The effective rates used for cus- 
tomers’ billings vary from month to 
month in accordance with the charac- 
ter of fuels actually used. It is of 
record that on April 1, 1943, the price 
of fuel oil of the character used by 
the utility was increased 25 cents per 
barrel by permission of the Office of 
Price Administration, that price of oil 
up to that period was 90 cents per bar- 
rel, and that of gas 12} cents per 


Feb- 

ying 

1 in 

d to 

| by s 

and. service, p. 223. 

0r- Rates, § 645 — Scope of proceeding — Fuel clause adjustments. 
the 

was 

pe matic rates adjustment clauses, p. 223. 
n. 

ris- » 
er- CLARK, Commissioner: San Diego 
to Gas and Electric Company filed three 
‘he supplemental electric service tariff 
ti- sheets and one supplemental steam 
1S- service tariff sheet to become effective 
to thirty days after April 6, 1943, the 
$i- date filed. Thereafter, the Commis- 
ly sion issued an order suspending the 
aS effective date of such sheets until June 
a 5th, and subsequently has extended the 
se suspension period until December 5th. 
t A public hearing was held at San 
S Diego on May 20th. Briefs have been 

received, and the matter is now ready 

" for decision. 

S [1, 2] The suspended tariff sheets 





are supplements to the utility’s exist- 
ing electric schedules P-2, P-7, and 
P-9, and to its steam Schedule No. 2. 
Each of these schedules contains an 
automatic rate adjustment clause 
which has previously been authorized 
by this Commission and has been ef- 
fective for many years past. The 
clause provides for an automatic ad- 
justment of the rate either upward or 
downward, dependent upon the fuel 
cost to the utility for use in its steam 
electric generating plants. Said fuel 













thousand cubic feet. The price of gas 
to the utility has remained unchanged 
and at the level established in 1940." 
As a consequence of such increased 
cost for fuel oil to be paid by the util- 
ity, it filed the supplemental rate sheet 
setting forth the new higher oil cost 
level with the appropriate adjustment 
in the rates predicated on fuel oil use 
with no change in the rates for elec- 
tric energy and steam produced under 
gas operations. The basic rate tariff 
in each instance was not refiled and 
remains unchanged. 





1This utility likewise renders gas service 
and certain gas tariff schedules provide for 
automatic adjustments in rates dependent upon 
the purchase price of natural gas to the utility. 
As of April 1, 1943, the Southern Counties Gas 
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Company who wholesales to this utility did not 
increase its rates and, accordingly, no increase 
was made by the San Diego Company to its 
retail customers. 
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Under the tariff provisions, and as 
previously authorized by this Commis- 
sion, the rates resulting from the fil- 
ing of the supplemental tariff sheets 
would have automatically become ef- 
fective if this Commission had not 
made this order of investigation and 
suspension. 

The tariffs involved are special op- 
tional schedules applicable to twenty- 
three large industrial and government 
users of electric energy and to fifteen 
downtown office building customers 
supplied steam for heating purposes. 
Thus, a total of thirty-eight custom- 
ers are affected out of more than 
200,000 customers supplied by the 
company. These customers, however, 
are comparatively large users of util- 
ity service and, accordingly, enjoy low 
rates that become available through 
the lower blocks of the tariffs. It 
should likewise be observed that the 
two electric tariffs upon which some 
95 per cent of the increases in gross 
revenue will occur are optional and the 
customers have elected to take such 
optional service because of the lower 
rates obtainable with full knowledge 
and agreement that said rates will vary 
with the actual costs of fuel. No gen- 
eral service tariffs carry fuel clauses 
and, accordingly, no general service 
customer is involved. 

The special tariffs in question are: 


No. Name 

P-2 Wholesale Electric Power Service 
P-7 Resale Power & Lighting Service 
P-9 Large Industrial & Military Service 
S-2 Steam Service 


At the public hearing no appear- 
ances were made for the customers 
receiving service under the special 


tariffs in question. 
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Likewise, no tes- 


Customers 
1 


timony was submitted opposing the in- 
crease that will result through the 
operation of the fuel clauses in said 
tariffs. However, at the request of 
the representative of the Office of 
Price Administration permission was 
given to file briefs and such has been 
done for both the Office of Price Ad- 
ministration and the utility. The brief 
on behalf of the Price Administrator 
requests that this Commission’s order 
on suspension be made permanent and 
so deny any increase in rates under the 
automatic fuel adjustment clauses. 
Such position is taken, it is stated, in 
order to carry out the President’s price 
stabilization program and to retard the 
action of inflation. 

It was further the position of the 
Price Administrator that the proposed 
rate increases were general increases 
within the meaning of the stabilization 
act; that a utility should not be per- 
mitted to pass on an increased cost of 
operation if its earning position is suf- 
ficient to absorb such increased cost 
and, finally, that the earning position 
of this utility is sufficient to absorb the 
increased cost of operating resulting 
from the increased price of fuel oil 
without increasing its customer rates. 

This Commission believes that it is 
fully cognizant of the need and neces- 
sity of maintaining present price levels 
in order that the terrific economic bur- 


No. of Est. Annual 


Increase Increase 

1 mill per kw. hr. ........ $27,824 
1 mill per kw. hr. .... (No Service) 
8/10 mill per kw. hr. ...... 56,202 
$0.07 per 1000 Ibs. ........ 3,785 
$87,811 


dens of war may be kept under con- 
trol and at a minimum level. In this 
respect, this Commission has gone fur- 
ther than merely maintaining utility 
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‘rates on the San Diego System at pres- 
ent levels, inasmuch as only this spring 
rate reductions were worked out which 
are reducing the utility bills in that 
area by approximately $262,900 annu- 
ally. It is further the position of this 
Commission that it will continue this 
policy of bringing about rate reduc- 
tions whenever earnings, character, or 
quality of service justify such action. 

In this case, however, a few users 
of utility service have secured a lower 
than average rate in part because it 
was believed sound engineering eco- 
nomics to gear the low commodity 
rates to the actual costs of steam and 
electric generation. It is believed ob- 
vious that in absence of an automatic 
fuel clause the rates that could be made 
available under such tariffs would have 
been different and higher for the rea- 
son that such rates would have an- 


ticipated the average of probable fuel 


costs. Likewise, it is a fact that the 
energy portion of the rate (electric 
rates are of the demand energy form) 
is closely attuned to the incremental 
costs of steam generation and, if such 
energy rates are not permitted to be 
increased, then these large customers 
will be paying less than full costs of 
the service, which costs then must be 
borne by the general customers, If 
this is permitted, then discrimination 
between consumer classes will result, 
and likewise, it will defer the day when 
further rate reductions may be made to 


the large mass of users. This thought 
was expressed by the city manager of 
San Diego, Mr. Walter W. Cooper, 
and was the basis of the city’s position 
that the large power users should pay 
the rate that they contracted to pay, in 
order that general service customers 
may not be unnecessarily burdened by 
the increased costs of production. 
While the general and somewhat 
sketchy information submitted by the 
utility shows that the probable earn- 
ings will be under 6 per cent® for the 
current year, no attempt was made to 
pursue this phase thoroughly. An in- 
vestigation such as this is not viewed 
as a rate proceeding, and, accordingly, 
it seems unnecessary that the Commis- 
sion at this time review and pass upon 
the many factors that must necessarily 
be considered in determining the rea- 
sonableness of utility earnings and the 
rates being charged its consumers. 
This seems especially so now, first, by 
reason that the schedules under sus- 
pension affect an exceedingly small 
portion of the utility’s service and the 
changes in rates which are to take place 
result from past contractual authorized 
obligations ; secondly, the Commission 
has but recently completed a review 
of the utility’s earnings on a system- 
wide basis with the results heretofore 
noted. The facts are that through the 
application of the increased rates an 
estimated gross revenue of $14,007,- 
300 will be increased by approximately 





2In the brief of the Price Administrator a 
rate of return of 7.6 per cent is developed by 
what appears to be an erroneous treatment of 
the annual depreciation provisions. In this re- 
spect, the brief refers to an annual allowance 
of $1,585,000 (not a part of the record) and 
assumes that such is adequate and reflected in 
the net used in developing the 7.6 per cent re- 
turn. As a matter of fact, $1,585,000 is not 
reflected in the net for return but a lesser 
amount. Such lesser amount is limited to a 
rere i annuity without interest and is 

15] 
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the proper amount for the depreciation allow- 
ance for an undepreciated rate base that was 
used in developing the 53 per cent return sub- 
mitted by the utility. If a depreciated rate 
base is used by deducting the depreciation re- 
serve as done by the OPA then such deprecia- 
tion annuity allowance must be augmented by 
the interest on the depreciation reserve. If this 
is done, the rate of return computation de- 
veloped by OPA of 7.6 per cent will be re- 
duced to approximately 5.7 per cent. 
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$87,800,* less than 7/10 of 1 per cent. 
To offset such increase in gross reve- 
nue the utility will pay an increase in 
its production costs, because of the 25 
cent per barrel increase in the cost of 
fuel oil, of approximately $244,000.‘ 
Thus, even with the operation of the 
fuel oil clause there will be a substan- 
tial reduction in net revenue after 
taxes. Under the circumstances, the 
Commission is of the opinion that the 
suspension should be removed from 
the supplemental rate sheets filed in 
order that these few large users of 
service may pay their proper share of 
the costs and the rates initially con- 
tracted for and thus maintain a rea- 
sonable relationship between billings 
of the different consumer classes. The 
resulting increases to the few custom- 
ers are small and less for the power 
users than reductions received this cur- 


rent year. 


It should be understood that this 
rate adjustment is not made in order 
to increase the net earnings or the rate 
of return of the utility. It is made 
to maintain a proper and fair relation 
between the different classes of con- 
sumers. If through this action or be- 
cause of other reasons the earning 
position of this utility should become 
so favorable that a rate of return 
greater than warranted will be pro- 
duced, then all parties may be assured 
that this Commission will take appro- 
priate action to fix fair and reasonable 
rates. In view of these conditions it 
is my conclusion that public interest 
would not be served by further con- 
tinuance of the suspension of these 
filed supplemental tariff sheets and the 
following form or order is recom- 
mended. 





3 In addition, the utility will receive an addi- 
tional $43,400 increase from four special con- 
tracts not included herein. 

# Reference is made in the brief of the Office 
of Price Administration of the “highly com- 
mendable recent action of the Pacific Gas and 
Electric Company, which, with the proper ap- 
proval of this Commission, suspended the ap- 
plication of its fuel clause under very similar 
conditions.” While the action of the company 
named may be looked upon as “very com- 
mendable,” yet the conditions are different. 
The Pacific Gas and Electric Company pro- 
duces two-thirds to three-quarters of its elec- 


trical requirements from energy developed 
from water power plants, while the San Diego 
Company has no_ hydroelectric production. 
Likewise, the Pacific Gas and Electric Com- 
pany has available larger quantities of gas and, 
accordingly, much lesser percentage of fuel oil 
is used in its steam electric plants than the San 
Diego Company. The differences are further 
shown by the fact that both utilities had about 
the same estimated increase in fuel oil costs, 
although Pacific Gas and Electric Company 
has electric sales and gross revenue which are 
in excess of ten times that of the San Diego 
Company. 





52 PUR(NS) 





RE UNITED TELEPHONE CO. INC. 


: 

fe INDIANA PUBLIC SERVICE COMMISSION 

e rate : 

nae Re United Telephone Company, 

ation 

wi Incorporated 

Ir be- 

ming No. 15720 

come February 2, 1944 

eturn ETITION for approval of revised schedule of telephone rates; 

pro- P meni rates approved. 

sured 

opro- Expenses, § 114 — Federal income taxes. 

nats 1. Normal taxes and surtaxes paid to the Federal government by a telephone 
ft company which has never paid an excess profits tax are legally deductible 

ms it for rate-making purposes, as an expense of operation, although there have 

erest been increases in such taxes because of war, p. 239. 

— Rates, § 181.1 — Increase during war — Inflation — Increased wages approved by 

these government. : 

1 the 2. A request for increased rates should not be denied simply because such 

com- increase may be a factor in an inflationary spiral during wartime when the 


new rates, designed to promote uniformity in telephone exchanges, will 
result in an average increase of less than 25 cents per station per month, 


all the additional revenue and more will be consumed by increased wages 
granted by the Federal government, and the proposed rates will not con- 
tribute a noticeable effect upon inflation, p. 240. 


Return, § 9 — Fair value basis — Statutory requirements. 
3. The return of a telephone company was based upon present fair value in 
accordance with a statutory requirement that the Commission value all prop- 
erty used and useful at its current fair cash value and give weight in such 
valuation to the reasonable cost of bringing the property to its then state of 
efficiency, p. 241. 


Return, § 111 — Telephone company. 
4. Increased rates intended to produce a return not in excess of 5.5 per cent 
on the used and useful property of a telephone company were approved 
as necessary to keep the company’s credit intact, to keep its corporate struc- 
ture sound, and to attract capital so that the company might be able to con- 
tinue the rendition of satisfactory telephone service, p. 241. 


¥ 


APPEARANCES : Goodrich and Camp- 
bell, Indianapolis, by Albert M. Camp- 
bell and Claude M. Warren, for peti- 
tioner; F. E. Burkett, Plymouth, and 
Mark Rector, Franklin, for Interna- 
tional Brotherhood of Electrical 
Workers B-1321; George W. Kassa- 
baum, Monticello, for the city of 


Monticello; Roy Sheneman, Walker- 
ton, for the town of Walkerton, Walk- 
erton Chamber of Commerce, and the 
town of North Liberty; Howard R. 
Hiestand, Kentland, for the towns of 
Kentland, Brook, and Goodland; J. 
N. Winters and Levy Mathew, Wol- 
cott, for the town of Wolcott; Harry 


724] 52 PUR(NS) 





INDIANA PUBLIC SERVICE COMMISSION 


R. Booth and Harry A. Bowen, Wash- 
ington, D. C., for the Office of Price 
Administration, Office of Economic 
Stabilization; Howard T. Batman, In- 
dianapolis, for the public. 


STUCKEyY, Commissioner: On May 
8, 1942, United Telephone Company, 
Inc., hereinafter sometimes referred 
to as the “company,” filed its verified 
petition with the Public Service Com- 
mission of Indiana, hereinafter some- 
times referred to as the “Commis- 
sion,” requesting that the schedule of 
rates attached to its petition as Ex- 
hibits B-1 to B-72, inclusive, be ap- 
proved and that the company be au- 
thorized to put those rates into effect. 

Pursuant to notice as required by 
law, hearings on the said petition were 
held in the rooms of the Commission, 
401 State House, Indianapolis, Indi- 
ana, on November 17, 1942, Decem- 
ber 1, 1942, and April 17, 1943. On 
April 19, 1943, the Commission issued 
its order in this cause granting the 
rates as requested by the company and 
authorizing the company to put into 
effect the rates as set out in Exhibits 
B-1 to B-72, inclusive. Pursuant to 
the said order, the company proceeded 
with the work necessary to put the new 
rates into effect. 


Thereafter, on May 8, 1943, the 
public counsellor filed a petition for 
rehearing with the Commission re- 
questing that the said order of April 
19, 1943, be vacated and set aside and 
that a rehearing be granted herein. 
On May 11, 1943, the Commission 
issued its order vacating and setting 
aside its order of April 19, 1943, and 
granting a rehearing in this cause. 

Thereafter, on May 14, 1943, peti- 
tioner filed a petition for emergency 
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rate order requesting the Commission 
to order the company to put into effect, 
as of June 1, 1943, the rates approved 
by the order of April 19, 1943, and to 
impound the difference between the 
rates then in effect and the requested 
rates for the protection of the com- 
pany’s subscribers, in the event that 
the rates ultimately fixed should be less 
than the requested rates. On May 14, 
1943, this Commission issued its 
emergency order directing and author- 
izing the company to put into effect, 
as of June 1, 1943, the rates approved 
in the said order of April 19, 1943, 
and further directing the company to 
impound the difference between the 
then existing rates and the new emer- 
gency rates in a separate bank account 
for the protection and benefit of the 
company’s subscribers. 

At 10 a. mM. on June 14, 1943, re- 
hearing in this cause was commenced, 
at which time evidence was heard in 
part, said cause having been continued 
at the end of that day until 10 A. M., 
Central War Time, June 15, 1943. 
Evidence thereon was heard in part 
and hearing was again continued un- 
til 10 a. m., Central War Time, June 
16, 1943, on which date the hearing 
of evidence in this cause was. con- 
cluded. 

At the hearing held prior to the 
issuance of this Commission’s order 
of April 19, 1943, the following des- 
ignated exhibits were introduced and 
admitted into evidence: 

[Lists of exhibits omitted. ] 

In addition to the oral evidence and 
exhibits, the Office of Price Adminis- 
tration and the company submitted 
briefs following the final hearing date 
herein. 

The evidence reveals petitioner's 
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corporate history to be traceable 
through Interstate Telephone & Tele- 
graph Company, hereinafter some- 
times referred to as “Interstate,” a 
holding company setup with numerous 
subsidiary corporations. Interstate 
was incorporated in this state August 
30, 1927, for the purpose of financing 
the acquisition of securities of certain 
small telephone companies in central 
and northern Indiana. The funds 
were obtained for that purpose from 
the issue and sale by Interstate of 25- 
year first lien sinking fund 5.5 per 
cent gold bonds, series A, and first pre- 
ferred stock. At the time of the merg- 
er in 1940, hereinafter explained, said 
corporation had $1,652,500 principal 
amount of outstanding bonds and $1,- 
219,000 total par amount of first pre- 
ferred stock, all of which was held by 
the public. The common stock of In- 
terstate was owned by United Tele- 
phone and Telegraph Corporation. 


Interstate had at one time approxi- 
mately 28 subsidiary corporations but 
after 1931 all of the Indiana proper- 
ties were acquired by United Tele- 
phone Companies, Inc., the common 
stock of which was owned by Inter- 
state Telephone and Telegraph Com- 
pany. Then Interstate was merged 
into United Telephone Companies, 
Inc., on or about December 1, 1940, 
and the corporate name was changed 
to United Telephone Company, Inc., 
in connection with said merger. 

From 1931 to 1940, United Tele- 
phone Companies, Inc., the operating 
company, had no securities outstanding 
except common stock. Its financing 
was solely through common stock and 
advances from the holding company. 
The public financing on the actual 
property was a step removed and con- 
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sisted of the bonds and preferred stock 
of Interstate Telephone & Telegraph 
Company. The bonds were of a col- 
lateral trust character, the bondholders 
having been secured by a lien on 
the operating company’s properties 
through the pledge of all securities and 
protective covenants in the trust in- 
denture restricting indebtedness and 
the issuance of additional securities. 

From 1931 to 1940 United Tele- 
phone & Telegraph Corporation re- 
ceived no dividend on the common 
stock which it owned of Interstate 
Telephone & Telegraph Company. 
This common stock actually represent- 
ed the equity and common stock inter- 
est in the telephone properties owned 
by United Telephone Companies, Inc. 
Furthermore, between 1931 and 1940, 
substantial dividends were paid on its 
common stock by United Telephone 
Companies, Inc., to Interstate Tele- 
phone & Telegraph Company. 

The evidence further shows that 
from 1932 to 1940, inclusive, the pay- 
ments and purposes for which they 
were made by United Telephone Com- 
panies, Inc. to Interstate were as fol- 
lows: 


Total dividends on common stock $809,776.15 
Total interest on notes and ad- 

706,212.06 
$1,515,978.21 


Also for the same period were 
charges on the Interstate Telephone & 
Telegraph Company as follows: 
$807,543.72 

217,274.40 


652,286.50 


Or a total of 


Interest on bonds 

Interest paid by Interstate on 
notes and advances 

And cumulative dividends on pre- 
ferred stock 


A total of fixed charges in 


the amount of $1,677,104.62 


It is evident that the amount paid 
in interest and common stock divi- 
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dends by United Telephone Compa- 
nies, Inc., to Interstate Telephone & 
Telegraph Company was not enough 
to cover the fixed charges during the 
same period on the securities of Inter- 
state. 

The evidence further shows that by 
the merger in 1940 United Telephone 
Company, Inc., the surviving corpora- 
tion, petitioner herein, assumed all of 
the securities of Interstate Telephone 
and Telegraph Company, including 
bonds and preferred stock. These old 
securities were then refinanced and re- 
funded by the issue of new bonds and 
preferred stock, as shown in detail by 
orders of this Commission dated Octo- 
ber 29, 1940, and November 29, 1940, 
respectively, in Cause No. 14731, 
which were introduced and received 
in evidence herein. In that proceed- 
ing, this Commission authorized the 
surviving corporation, petitioner, to 
issue more than $300,000 principal 
amount of first mortgage bonds and 
slightly more preferred stock than the 
total amounts of the corresponding 
amounts of bonds and preferred stock 
of the merged Interstate Telephone & 
Telegraph Company. The new bonds 
were sold and the proceeds, to the ex- 
tent required, were used to call the old 
bonds. Of the new preferred stock a 
large amount was issued in exchange 
for the old preferred stock and the bal- 
ance was sold for cash, which was 
used to redeem the balance of the old 
preferred stock not exchanged. 

The evidence further shows that in 
1941, there was paid to United Tele- 
phone & Telegraph Corporation the 
approximate sum of $45,000, which 
was the only dividend received by that 
corporation. That sum on an annual 
Abbett testified that had he followed 
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cent on the common stock. All other 
dividends were paid to Interstate Tele- 
phone & Telegraph Company to enable 
it to pay the fixed charges on what 
amounted to the senior securities of 
the operating company. 

According to the facts as revealed 
by the evidence the parties originally 
might have carried out their financing 
through the operating company. If 
that had been done in each instance 
where additional property or the as- 
sets and property of another company 
had been acquired, authority from the 
Commission would have been sought 
to issue bonds and preferred stock to 
finance the acquisitions. If that had 
been the case, then, instead of having 
paid dividends on common stock, as 
set out above, for the purpose of pay- 
ing fixed charges on securities of the 
holding company, the same amounts 
would have been made to cover the 
fixed charges on the bonds and pre- 
ferred stock of the operating company 
and the result would have been the 
same, that is, there would have been 
paid between 1931 and 1940, no com- 
mon stock dividends. Nevertheless, 
since the bonds and preferred stock of 
Interstate Telephone & Telegraph 
Company were not approved by the 
Commission at the time of their issue, 
the only weakness in petitioner’s con- 
tention might be with respect to the 
propriety of such holding company 
financing and the reasonableness of the 
amount of financing and terms thereof. 

However, that question was an- 
swered by the approval of the Plan of 
Reorganization and Merger by the 
Public Service Commission and by the 
assumption of the securities of Inter- 
state by petitioner, all as shown by the 
orders in Cause No. 14731. 
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The evidence further shows that as 
of the date of rehearing in this pro- 
ceeding, petitioner had outstanding the 
following securities and common 
stock : 


_ mor pe Langaec th ge 
fund 34%, series nds, in 


the aggregate iio amount 
of 


$1,956,000.00 
1,231,600.00 
1,132,250,00 
‘$4,319,850.00 


Thus, in petitioner’s present cor- 
porate structure the percentage of each 
type of securities to total capitalization 
is as follows: 


5% Cumulative preferred stock 
in the total par amount of .... 

Common stock in the total par 
amount of 


Preferred stock 
Common stock 

[Several paragraphs omitted here 
for lack of space contain a discussion 
of revenues and operating expenses, 
service discontinuances, applications 
for service, and other matters upon 
which the Commission makes no spe- 
cific ruling or announcement of regula- 
tory principles. ] 


Value 


In the original hearing there was 
lacking many essential factors, both 
as presented by the Commission’s staff, 
through public counsellor’s exhibits, 
as well as by petitioner, from which a 
strictly fair and just valuation could 
be drawn. At the rehearing, however, 
the evidence presented on valuation 
and depreciation, together with the 
evidence thereon of the first hearing, 
constitutes a voluminous but detailed 
and complete record on the various ele- 
ments of depreciation and value to 
which the Commission should give 
painstaking consideration. 

The company presented an original 
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cost study as its Exhibit 26 showing 
the original cost of the company’s 
properties as of December 31, 1942, 
to be $4,604,473.58. 

The chief engineer of the Commis- 
sion testified that the original cost of 
the company’s property as of such date 
was $4,251,836.52, as shown by public 
counsellor’s Exhibit 3 as further sup- 
plemented by evidence at the rehear- 
ing, which changed the original cost 
of the initial hearing from $4,236,- 
072.44 to the $4,251,836.52 before de- 
preciation in either case. 

The company’s books, as of Decem- 
ber 31, 1942, showed plant and prop- 
erty in the sum of $4,683,459.64 and 
a depreciation reserve of $318,529.65 
or a depreciated plant account figure of 
$4,364,929.99, 

Mr. Hugh W. Abbett, chief engi- 
neer of this Commission, testified 
among other things that he and his 
staff had made a study of the original 
cost of the company’s property, both 
in the original hearing and the rehear- 
ing, having adjusted and brought 
down to date that study to December 
31, 1942; that they had made an in- 
spection of the property in the field and 
had computed depreciation reserve re- 
quirements for this property, both as 
of December 31, 1941, and as Decem- 
ber 31, 1942; that since the original 
hearing he and his staff had brought 
their original cost from December 31, 
1941, to December 31, 1942, by the 
transactions occurring between the two 
dates and had also made an inspection 
of the remaining property which they 
had not been able to complete for the 
first hearing; that a complete inspec- 
tion had been made of the entire prop- 
erty in so far as it was visible and as 
far as it was determined necessary to 
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go, and that they had reflected those 
inspections and the original cost in ex- 
hibit form for the rehearing. 

Mr. Abbett continued that as of 
December 31, 1942, $4,249,153.78, 
plus an additional item of organiza- 
tion expense of $2,682.74, brought the 
original cost to $4,251,836.52; that 
the engineering department also calcu- 
lated the depreciation requirement at 
$1,968,494.18, being the result ob- 
tained by age and average rate of de- 
preciation applied to the accounts of 
the different exchanges ; that also from 
the inspection of the property it was 
found that the depreciation existing 
was $1,441,118. This figure, he stat- 
ed, was calculatd from using the aver- 
age age of the property and applying 
to that average rates of depreciation, 
and that figure had been varied by the 
inspection, the depreciation figure hav- 
ing been reduced from $1,968,494.81. 

Mr. Abbett further testified that the 
figure of $1,441,118 arrived at by in- 
spection was probably more nearly 
correct, although there inheres in the 
inspection method a few elements that 
this figure could not indicate, and that 
a fair depreciation amount for the 
company’s property, in round num- 
bers, would be $1,500,000—the orig- 
inal cost as found by the chief engi- 
neer depreciated would give a net re- 
sult of $2,751,836.52, which he said, 
considering all elements of value, was 
the fair value of the property as of 
December 31, 1942, using the original 
cost as the controlling element. But 
under questioning by Commissioner 
Barnard, Mr. Abbett stated that he 
thought he should, if he would testify 
to value, round out the last above stat- 
ed figure to $2,750,000 as the fair 
value of petitioner’s property. 
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Mr. Abbett further testified that the 
per cent condition of said property 
would be a ratio expressed by sub- 
tracting the depreciation from the orig- 
inal cost and then by putting that over 
the original cost would give the per 
cent condition of the property, which 
would be roughly 66 per cent; that as 
against petitioner’s annual depreciation 
rate charged of 4 per cent composite 
rate, he would charge 2.76 per cent, 
that is, the property retired and 
chargeable to the reserve, including re- 
moval expense and salvage, would be 
an average of 2.76 per cent, which 
would be an average of $133,979.21 
annually. 

On cross-examination Mr. Abbett 
testified substantially as follows: That 
he did not inspect the property in- 
volved here but one of his engineers 
did that in a general way, he knew 
what property was covered; that he 
was informed as to what was done by 
inspection in this case by the engineer 
who did the work and through his 
knowledge as to what was generally 
done in inspection work, the visible 
property of each exchange was exam- 
ined or enough of the visible property 
that would give the engineers a fair 
idea of the condition of the property 
or the depreciation therein; that cen- 
tral office equipment was looked over 
as well as the exchange building, the 
cable and splices, and the condition of 
messenger wire. Then the rural lines 
were driven, attention having been 
given to the poles, their condition, and 
lines, and that Mr. Lebo, the engineer, 
recorded his actual figures on this 
property, no changes having been made 
thereof by Mr. Abbett since he had not 
seen the property. 

Mr. Abbett further testified that 
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Mr. Lebo had looked at the condition 
of the property at the end of May and 
related it back to a December 31, 1942, 
date and that in event the company 
had completely replaced a pole line 
with a brand new pole line, it was 
necessary for him and his staff to dis- 
count the new construction and they 
had to estimate the condition of the 
property which was retired; that since 
the property that would be involved 
was retired, it was probably evident 
that the property was not in the best 
condition, although there were a few 
cases which made the determination 
difficult because of a sleet storm which 
had damaged some of the property, 
tearing property down which was not 
entirely depreciated, in short, having 
probably torn down new property as 
well as old. So the attempt was made 
to estimate the condition of the prop- 
erty which remained from any obtain- 
able information while on the job. 
Mr. Abbett further testified that in 
order to bring the original cost down 
to January 1, 1943, there was taken 
the book additions on all accounts ex- 
cept station apparatus and as to that 
item there was taken the book addi- 
tions, adjusting them by the relation- 
ship of the said original cost to book 
figures in order to make the additions 
fit the original cost; that also gross 
additions were included from which 
removals were subtracted, the retire- 
ments on acquired property having 
been priced at the same figure the en- 
gineers had used in their original cost 
study on the acquisition; that if the 
acquired properties had all been re- 
tired, they were priced at average con- 
struction prices which the Commis- 
sion’s engineers had computed from 
the company’s records ; the retirements 
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were priced on a basis of first-in, first- 
out. 

Mr. Abbett also testified that he did 
not exactly follow the uniform sys- 
tem of accounts in the method he used 
in taking out these removals, for the 
reason that he had figured in original 
cost at December 31, 1942, a new orig- 
inal cost, which was computed on the 
same basis that he had figured original 
cost as of the end of 1941; that for 
that reason there was a slight differ- 
ence between the method he had priced 
retirements and the manner the retire- 
ments had been priced by the company, 
which probably was in accordance with 
the Uniform System of Accounts; 
that he was familiar with paragraph 
“D” of the Uniform System of Ac- 
counts at page 18, as follows: “The 
average original cost of all the items 
shall be used in determining the orig- 
inal cost of the items retired.” In 
connection with this provision of the 
Uniform System of Accounts, Mr. 
Abbett testified that had he followed 
that system the amount of net addi- 
tions for 1942 which were added to 
the original cost study as of Decem- 
ber 31, 1941, would have been larger 
than the computation which he had 
made. 

Mr. Abbett further testified con- 
cerning his “annual retirement study,” 
being public counsellor’s Exhibit 9, 
that it was his opinion that the experi- 
ence of the company during the 11- 
year period (1931 to 1943) covered 
by his annual retirement study had 
been normal experience on which he 
could base a study of this type; that 
the company may experience years in 
which the retirements would be more 
but he believed the average of those 
eleven years would form a basis for 
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determining the normal amount of de- 
preciation. 

He also testified that his study did 
not show, for example, how many 
switchboards had been retired from 
service during said 11-year period, in 
short, that the study did not break it 
down by accounts for items, but sim- 
ply the dollar charges. 


Mr. Earl L. Carter, consulting elec- 
trical engineer, testified that prior to 
the original hearing in this case and 
since that time he had inspected sub- 
stantially all the property of petitioner 
in the past thirty days, which included 
every exchange except one, driving a 
distance of 1935 miles; that although 
he had not inspected one exchange he 
had examined some of the lines lead- 
ing into that exchange from another 
exchange territory, having seen a part 
of the connecting lines rather than the 
detailed exchange lines of that particu- 
lar small exchange; that inspecting 71 
of the 72 exchanges, he would drive 
along various rural lines in various 
directions from each exchange build- 
ing; that he had attempted to check 
all the main leads from each exchange 
in every direction, going out far 
enough to get a general idea as to the 
type of construction, the condition, 
kind of poles, kind of wire and, that 
in addition to having gone over the 
main lines out of each exchange, he 
had seen the branch lines, bracket leads 
on the extreme end of the line in going 
from one exchange into another and 
the bracket leads of the second ex- 
chang as he went into that one. 

The witness further testified that he 
had checked the number of cable pairs 
in the various central offices, which in- 
cluded the number of cable that were 
out of service and that, incidentally, 
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he found the percentage thereof very 
low, the cable in most of the exchanges 
being in usable condition and in good 
physical shape. That furthermore, the 
property as a whole he would say was 
in exceptionally good condition, al- 
though there were some of the bracket 
leads and some parts of the property 
that had reached substantially the end 
of service life. However, the main 
dollars of value, the main leads and 
town properties were, as a whole, above 
the average condition for telephone 
properties; in using the phrase “the 
main dollars of value” or “major dol- 
lar value’ Mr. Carter explained he 
meant that in determining the invest- 
ment in the company, whichever one 
might choose to call it, a lead of two, 
three, or four crossarms per mile have 
several times the value of a bracket 
lead extending down the road, because 
of larger poles, being closer spaced, 
with more wire involved. Therefore, 
as much money value can be observed 
in a mile of three or four crossarm 
leads as can be seen in 30 or 40 miles 
of bracket lead. Mr. Carter continued 
in explanation of the phrase, “major 
dollar items” or “major dollar values” 
that there would be included buildings, 
central office equipment, cable plant, 
aerial cable and underground cable, 
pole lines and wires which go with 
them, station apparatus, of course, 
which goes along with the rest of the 
property, and, in addition to that, of- 
fice equipment as well as general equip- 
ment; that he had seen a substantial 
part of the property, not only once, but 
several times, the fact of the matter 
being that he had been familiar with 
parts of this property for over twenty- 
five years. 

The witness stated that as he re- 
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called his first contract with the old 
Winona Telephone Company in the 
Plymouth, Knox, Winamac, and Ke- 
wanee territory was in 1917. That he 
had had occasion to make a number of 
appraisals of that property since then 
for reports of various kinds, as well 
as several of the company’s other 
properties. That in the last two years 
he had appraised all of the property as 
of one time, previously in this case, 
and that he had appraised parts at dif- 
ferent times and testified in various 
cases concerning the company’s prop- 
erties before this Commission and had, 
concerning the same properties, testi- 
fied in a few cases for the Commis- 
sion. 

Mr. Carter further testified that in 
the month preceding the rehearing, he 
had, in a few cases tested the service 
over the company’s lines. This he did 
by selecting some of the lines where 
the wire looked the worst and made 
calls over them to test the transmis- 
sion; that he had endeavored to pick 
out lines far enough out of a town to 
get a typical cross-section of service; 
that along with that method he ob- 
served the manner in which the line 
stood up in the field, clearance of the 
wire, whether it had excess sag and 
was free from trees; the glass insula- 
tors, whether they were on the pins in 
place, the crossarms in proper place 
with the poles standing upright, which 
are all elements entering into the ques- 
tion of transmission and service; that 
such service tests were made in the 
property within the Franklin district, 
Union City, Portland and Franklin, 
and in all cases the transmission of the 
calls was excellent. That furthermore, 
he made inquiry as he conducted the 
tests and talked to the patrons as to 
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the satisfaction of service, whether 
they were able to hear, and he had also 
talked to the operators as to trouble, 
and in every case the service was sat- 
isfactory—there had been no difficulty 
in hearing the patrons on the lines. 
In testifying from company’s Ex- 
hibit 28, Mr. Carter stated, relative to 
price increases for various materials 
and labor in 1943 over 1942, that, for 
instance, pine poles had increased be- 
tween 8 and 9 per cent; cable 10 per 
cent, no increase in central office equip- 
ment; skilled labor approximately 4.8 
per cent; and the increase was 5.4 per 
cent from January, 1942, to June, 
1943; that those findings had been 
taken from Engineering News Rec- 
ord, a national publication, those find- 
ings being simply direct comparisons 
of the prices per hour as reported by 
that publication. Mr. Carter also tes- 
tified relative to increased costs, in 
particular that building costs as taken 
from said Engineering News Record, 
from January, 1942, to January, 1943, 
was 4.5 per cent and that brought 
down to June, 4.9 per cent; that un- 
derground costs had increased from 
January, 1942, to January, 1943, 5.9 
per cent and to June, 1943, 8.3 per 
cent, and that the ratio between the 
government all-commodity index of 
January, 1942, and January, 1943, re- 
flected an increase of 8.2 per cent. Mr. 
Carter explained that those increased 
figures were actual and corresponded 
to the actual figures experienced by pe- 
titioner. And that without making a 
detailed computation, Mr. Carter ex- 
pressed the opinion that if he had ac- 
tually gone back and appraised the 
company’s property as of January 1, 
1943, giving effect to the changes in 
price levels during the calendar year 
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1942 that the increase in his appraisal 
would have been between 4 and 5 per 
cent; considering labor and materials 
in the entire property his appraisal 
made as of January 1, 1943, of $4,- 
800,117.53 would have been increased. 
While the witness did not computate 
the amount in his testimony, the in- 
crease at 4 per cent would have been 
$192,004.70 or a reproduction cost 
new depreciated figure of $4,992,- 
122.23. 

As shown above, Mr. Carter fixed 
the current fair cash value of peti- 
tioner’s property at $4,768,425.76, 
which included allowances of $100,000 
for working cash capital and $50,000 
for materials and supplies (as con- 
trasted to the sum of $50,000 shown 
in public counsellor’s Exhibit 11 for 
materials and supplies and $39,000 for 
working cash). 

One of the major conflicts as shown 
by the evidence grew out of the ques- 
tion of the deduction for accrued or 
existing depreciation. The company 
contended from the outset that no de- 
duction for depreciation should be 
made from original cost but conceded 
that depreciation should be deducted 
from reproduction cost new or trend- 
ed original cost. 

Public counsellor’s Exhibit 7 shows 
a depreciation reserve requirement as 
of December 31, 1942, of $1,968,- 
494.81 and an estimate of depreciation 
by inspection of $1,441,118, or ap- 
proximately 32 per cent of the orig- 
inal cost figure as determined by Mr. 
Abbett, the Commission’s chief en- 
gineer. 


Depreciation Reserve and Annual 
Depreciation Charge 


_ Mr. Lucier testified on this subject, 
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that as president and general manager 
of the company, having acted in such 
capacity for eight years, that peti- 
tioner must have a reserve in the neigh- 
borhood of 15 per cent; that it was 
clear, from an analysis of its books 
that the company was deficient in de- 
preciation reserve; that if there was 
that additional reserve, it would be 
adequate to meet any contingency that 
might arise. That the company was 
mature, having passed through two 
and in some cases two and a half 
cycles; that petitioner was not de- 
preciating all at once, one or two or 
three or four poles or a hundred, or 
poles that break off or need to be re- 
placed ; but that the property was being 
replaced a unit at a time. So that asa 
consequence, there was no reason for 
a very large reserve. However, there 
should be an adequate reserve to take 
care of major items of plant that 
would come out suddenly. 

Mr. Lucier further testified that his 
company could not use economically a 
reserve of $1,968,000 as shown by 
Mr. Abbett’s requirement study ; that 
it would be absurd for the company to 
carry a reserve of such an amount or 
an amount of $1,500,000. That as far 
as the rate of depreciation was con- 
cerned, he had studied the property in- 
volved herein over a period of eight 
years ; that he was not a slide-rule en- 
gineer and all he could do was look 
over the property and talk to his plant 
experts, who would advise him what 
unit or units of property needed to be 
replaced within one year, second or 
third year ; that together with not only 
Mr. Carter, but other competent en- 
gineers who had looked at the com- 
pany’s property as well as the engineers 
for the insurance company, who fi- 


236 











nanced the bonds, and another en- 
gineering firm, one of the largest in 
the country, who made an analysis of 
such property—all reached the conclu- 
sion that the company: should have a 
reserve of approximately 15 per cent 
and set up or accrue 4 per cent annual- 
ly. 
” That further, concerning the re- 
serve, Mr. Lucier testified that the es- 
timated accrued depreciation in this 
property of $1,995,000 translated into 
plant would mean (in plain terms un- 
derstandable by anyone) for the com- 
pany, the complete wiping out of all 
of the central office equipment, that is, 
$425,000; all station apparatus, that 
is, telephones, all of them, the compa- 
ny wouldn’t have any more, that is 
$532,000; it would mean wiping out 
all the cable plant. That would 
amount to $553,000 gone. It would 
mean wiping out one-half of the en- 
tire wire account or $350,000, as well 
as all vehicles and working equipment, 
or $70,000. And, in addition, such a 
depreciation reserve would mean the 
taking out (although it is not deprecia- 
able) all the company’s land; but it 
would have left the buildings and 
poles. 

On cross-examination by Mr. Harry 
R. Bowen, attorney of the Office of 
Price Administration, Mr. Lucier tes- 
tified concerning the aforesaid depre- 
ciation as follows: 


Questions by Mr. Bowen: 

Q. Mr. Lucier, I think you testified 
that your company doesn’t need a big 
reserve and that you would be satisfied 
with about 15 per cent? 

A. That is right. In my estimation 
I think that would be adequate at the 
present time. Conditions may change, 
of course, later, which would justify 
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a larger reserve, but at the present 
time I am of the opinion that it would 
be adequate. 

Q. The reason for that is that, as 
you stated, a telephone company is a 
continuing property and that you 
would rarely ever retire any more than 
15 per cent of your property at one 
time, matter of fact, that would be 
very unusual ? 

A, That is right, it would be very, 
very unusual. 

Q. I was surprised, though, when 
you testified that even though you 
would be willing to keep your reserve 
down to 15 per cent, that you thought 
it would be necessary to have an an- 
nual rate of 4 per cent a year. I am 
wondering if you are willing to keep 
your reserve or, rather, if you are 
satisfied with a reserve of 15 per cent, 
if a rate a little closer to the rate testi- 
fied to by Mr. Abbett wouldn’t be all 
that your company would need? 

A. No, because until that reserve is 
adequate, we certainly need to accrue 
at least 4 per cent. Now, if that re- 
serve should become more than ade- 
quate, in my opinion, the rate of ac- 
crual should be cut down. 

Q. Roughly, what is the percentage 
of your reserve now? 

A. Oh, as I remember, about 9 per 
cent. 

Q. And once your company reached 
reserve of 15 per cent, do you feel that 
the company should be willing at that 
time to reduce its rate so as not to 
accumulate a reserve more than 15 per 
cent? 

A. With this particular property at 
the present time I would consider 15 
per cent reserve would be adequate. 
As I say, conditions may change and 
we may get longer life or shorter life 
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equipment. But in my opinion at the 
present time and based on present con- 
ditions, that would be right. 


Q. I take it you were not serious 
when you testified that if Mr. Abbett’s 
depreciation were accepted it would 
mean wiping out all your central office 
equipment and all your station ap- 
paratus and all the rest of this? 

A. I was translating into a layman’s 
language so we could understand what 
it meant to this company to have a re- 
serve like that, or a reserve require- 
ment, rather, applied to it. If we con- 
sidered that as an element of the value 
of the property, the property depreciat- 
ed by that amount, that would be a 
very serious matter. That is what I 
was trying to bring out. 


[Several paragraphs of discussion 
and transcripts of testimony, omitted 


at this point for lack of space, relate 
the complaints against service, as to 
which the Commission makes no spe- 
cific ruling or announcement of regu- 
latory principles. ] 


Rate of Return Advocated 
by Petitioner 


Under cross-examination by Mr. 
Bowen (of OPA) Mr. Ralph Lucier, 
president of petitioner, testified in 
substance, that based on the studies he 
had made of other companies, as well 
as petitioner, it would have to have 
an over-all return of around 8 per cent, 
on the fair value of the company’s 
property, which, in the opinion of the 
witness, was the book value; and that 
petitioner’s book value and original 
cost were very close. 

Then Mr. Bowen asked the witness : 
Well, do I understand that you have 
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to have 8 per cent, for instance, of your 
book cost or original cost in order for 
the company to continue operating? 

Mr. Lucier: I didn’t make that 
statement. I said that in order 
to get reestablished, to  reéstab- 
lish this company’s credit over the pe- 
riod of the next few years, that in my 
opinion they should earn that much, 
I said unless we were put on a fair 
earning basis, we are certainly going 
to eventually go out of business, some- 
thing is going to happen to us because 
we can’t go on indefinitely. 

The witness continued that the in- 
creased rates requested in this proceed- 
ing didn’t come anywhere near pro- 
viding 8 per cent; that although 8 per 
cent was necessary, that the company 
would not have to keep increasing its 
rates every few months in order to 
build up to such a figure ; that it would 
be desirable for the company to have 
much higher rates than requested 
herein, but that if the requested rates 
should be granted, the company would 
at least be able to keep the bond inter- 
est and preferred stock dividends paid, 
as well as have a small earning left 
over, a cushion as it were, for the com- 
mon stock. That is, the witness point- 
ed out, the company wouldn’t be de- 
faulting on its preferred stock divi- 
dends and certainly the company would 
experience such defaults unless the re- 
quested rates were made effective. 
(Such rates are temporarily in effect 
by said emergency order of May 14, 
1943.) 

This witness further testified that 
as a matter of fact, from his knowl- 
edge of business, the stock market, and 
the capital market, it would be prac- 
tically an impossibility now to bring 
the company up to a proper earning 
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position, but that, however, the offi- 
cials should strive to better the condi- 
tion of their company. 

Mr. Bowen then asked the witness : 
After having lived with this problem 
several years are you convinced that 
the problem is one of constantly in- 
creasing rates, or is it some other ac- 
tion, some action, perhaps, on your 
capital structure? 


A. No, this company has just been 
reorganized and I think that our cap- 
ital structure is sound and very con- 
servative. We have got plenty of 
property to back it up out here, and 
good property. It is just a matter of 
being allowed to earn on that property. 

Q. Is your stock traded in the mar- 
ket? 

A. No, it is not. 

Q. Who holds the stock ? 

A, It is held by a holding company, 
United Telephone and Telegraph Cor- 
poration. 

Q.. . . I take it that you are 
speaking of common stock. 

A. Iam. The preferred stock is in 
the hands of the public. 


Dr. Lawrence Knappen, senior 
rate analyst, Public Utilities Division, 
OPA, testified concerning the rate of 
return in this case, as follows: 

Questions by Commisstoner Bar- 
nard: 


Q. What do you regard, Doctor, 
from your experience as an economist, 
at this time under these conditions as 
what that one who risks his money in 
property is entitled to in the way of 
return? 

A. It depends upon the conditions. 

Mr. Barnard: I am talking about 
these conditions, this situation. 

Dr. Knappen: You are speaking 
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about a public utility company in In- 
diana? 

Mr. Barnard: Yes. 

Dr. Knappen: I would think that 
they might expect to get around 54 to 
6 per cent. 

Q. Do you thing that would be fair ? 

A. Yes, in my judgment of the 
Commission’s attitude toward the util- 
ities, I think they would see to it that 
if the rates fell short of making that 
sort of return, something would be 
done about it so that if the company 
had not, they would over a period of 
time get this 54 to 6 per cent return. 

Q. You are saying that capital 
should have 54 to 6 per cent, or the 
return should be 54 or 6 per cent? 

A. That is right. 

Q. I think that is in line with the 
decisions, isn’t it ? 

A, It is. 


The above testimony was given sim- 
ply as to what would constitute a fair 
rate of return for this Indiana utility. 
Dr. Knappen further testified that in 
event that the rates of a public utility 
were increased so as to enable that util- 
ity to earn 54 to 6 per cent on the 
fair value of its property, that such in- 
crease was inflationary. 


Federal Taxes 


[1] Some time was consumed at the 
hearings herein on the question of 
whether increased Federal income 
taxes should be deducted as an operat- 
ing expense. In the briefs filed by 
OPA and the company this subject 
was discussed and cases were cited in 
support of each contention. The Com- 
mission carefully has considered the 
arguments of OPA in this cause but 
examining all the circumstances in this 
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case, including the fact that the com- 
pany has never paid an excess profits 
tax, the Commission is inclined to the 
view that the normal and surtax paid 
by petitioner are legally deductible for 
rate-making purposes as an expense of 
operation. (Re Eastern Indiana Gas 
Co. [Ind 1943] No. 15381, 50 PUR 
(NS) 5.)* 


Inflation and Rate Increase 


[2] Dr. Knappen also testified con- 
cerning the inflationary character of 
the proposed rate increase. This Com- 
mission was indeed impressed with Dr. 
Knappen’s testimony ; yet the evidence 
shows that the present rates charged 
by the company sprang up in a hodge- 
podge method over a period of many 
years; that these rates have not been 
changed for fifteen years or more; that 
there is a wide variance in the rates 
charged at the various exchanges for 
the same type of service; that desired 


uniformity will be accomplished 


‘through the application of the new 


rates; that the proposed new rates 
(emergency rates now in effect) will 
result in an average increase of less 
then 25 cents per station per month; 
that all of the revenue produced by the 
proposed rates, and more, will be con- 
sumed by increased wages, which in- 
crease was granted, in part at least, 
(and the Commission is not passing 
upon the question as to whether such 
increased wages should or should not 
have been granted) by the same Fed- 
eral government which seeks to per- 
vent a rate increase. In view of all 
the evidence, the Commission could 
not fairly hold to the opinion that the 
company’s request for increased rates 
should be denied simply because such 
increase may be a factor in an in- 
flationary spiral. However, the Com- 
mission is of the opinion that to ap- 
prove the proposed rates will not con- 





* Editor’s Note.—In the original decision by 
the Commission, in Re United Teleph. Co. No. 
15720, April 19, 1943, where the Commission 
granted the proposed rate increase, this same 
question of taxes during wartime was raised. 
Opposition to the inclusion of increased taxes 
during war was based on the theory that since 
salaries of state or government officials had not 
been increased to meet extra taxes and in- 
creased costs of living, utilities should not be 
allowed increases to meet such taxes. The 
Commission said: 


“It is true that the salaries of the members 
of this Commission, as well as the public coun- 
sellor, have been fixed by statute and have not 
been increased to take care of additional taxes 
and other increased costs of living that will 
have to be met because of the war. Under 
such circumstances, individuals so affected are 
confronted with the necessity of reducing their 
personal expenses, including the elimination of 
most luxuries to which they have been accus- 
tomed. If they do not care to make this 
sacrifice, there is presented to them a wide 
choice of seeking employment in defense work 
or of joining the Army or Navy. 

“A public utility, a regulated monopoly, can- 
not make such choice. It has the cardinal duty 
laid upon it by law to render satisfactory and 
adequate public service. State regulation re- 
quires that a public utility shall continue that 
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service to the full extent of the means at its 
command so that the public will receive the 
necessary service. During the war, and, no 
doubt, following it, public utility service of all 
types is, and will be, indispensable to victory 
and the rehabilitation of our country. Being 
under legal compulsion to render public serv- 
ice, the utility must meet all operating costs, in 
which all taxes levied against it, regardless of 
whether those taxes are caused by war or are 
the result of normal functioning of govern- 
ment, must be allowed by a state regulatory 
body as an above-the-line expense against op- 
erating revenues. How long public utilities 
will be required to pay these so-called abnor- 
mal or higher taxes -no one is in a position to 
predict with any degree of certainty, but it is 
reasonable to assume that they will continue on 
the higher level for years to come. Even if it 
were legal for the Commission to disallow the 
increase of taxes caused by the war it would, 
in many instances, where utilities are operat- 
ing close to the line, between confiscation and 
profits, result in a reduction of their return 
to a point where their property would be con- 
fiscated.” 

In Re United Teleph. Co. No. 15720, May 
11, 1943, the Commission set aside its order 
above mentioned granting the increase and 
granted a rehearing which resulted in the de- 
cision of February 2, 1944, reported here. 
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tribute a noticeable effect upon infla- 
tion, more particularly for the reasons 
as stated in Re Greenfield Gas Co. 
(Ind 1942) Cause No. 15574, 45 
PUR(NS) 101. 

[3,4] The Commission, having con- 
sidered the briefs, arguments and 
statements of counsel and the evidence 
herein, finds that relative to the vari- 
ous elements which enter into, and 
should perhaps be considered in, the 
determination of the value of petition- 
er’s property, that there should be set 
out pertinent provisions of the Public 
Service Commission Act which apply 
to the valuation of public utility prop- 
erty in this state—Burns, 1933, In- 
diana Statutes, Annotated, 54-203, as 
follows: 

“(a) The Commission shall value 
all the property of every public utility 
actually used and useful for the con- 
venience of the public at its current, 
fair cash value. As one of the ele- 
ments in such valuation the Commis- 
sion shall give weight to the reason- 
able cost of bringing the property to 
its then state of efficiency. . 
(Italics supplied.) (Acts 1913, Chap. 
76, § 9, p. 167; 1933, Chap. 190, § 4, 
p. 928.) 


Considering the evidence presented 
by the company relative to observed 
depreciation, together with the evi- 
dence by the Commission’s engineering 
staff on the same subject matter, as 
well as Mr. Abbett’s theoretical depre- 
ciation requirement, and further con- 
sidering the fact that petitioner’s tele- 
phone system covers scattered far- 
flung predominately rural territory 
and that the telephone plant is on the 
average well maintained and for the 
most part renders satisfactory service, 
the Commission finds that the depre- 
[16] 
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ciation reserve should be, and hereby 
is, fixed at approximately 24 per cent, 
and the amount allowed for materials 
and supplies and cash working capital 
is $90,000. 

The Commission, being mindful of 
the fact that petitioner’s utility prop- 
erty is an operating unit and a going 
concern with business attached, and 
considering all elements of value and 
giving such weight thereto as the evi- 
dence in this cause would appear to 
justify, finds that, for rate-making 
purposes, the current, fair cash value 
of said property (including materials 
and supplies and cash working cap- 
ital), tangible and intangible, used and 
useful in rendering satisfactory tele- 
phone service to the public as of Jan- 
uary 1, 1943, is $3,500,000. 

The Commission further finds that 
the gross income based upon the actual 
amount thereof for each of the years 
1941 and 1942, and as projected for 
the entire year of 1943, will yield a 
fair and just return of not in excess 
of 5.5 per cent on the used and useful 
company’s property devoted to serving 
the public; that if the company ulti- 
mately is to keep its credit intact, cor- 
porate structure sound and attract cap- 
ital, so as to be able to continue the 
rendition of satisfactory telephone 
service, the Commission is duty bound 
in the public interest to grant the com- 
pany’s original petition filed herein 
May 8, 1942, requesting a relatively 
small increase of rates per station. 

It is therefore ordered by the Public 
Service Commission of Indiana (1) 
that the schedules of increased rates, 
as attached to the company’s original 
petition in this cause, as Exhibits B-1 
to B-72, inclusive, be, and the same 
hereby are, authorized and made ef- 
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fective February 15, 1944, and (2) 
that concurrently therewith the Emer- 
gency Order entered and approved by 
this Commission herein on May 14, 
1943, shall automatically terminate and 
be held for naught, and (3) all im- 
pounded revenues collected under said 
emergency order shall be released to 
the petitioner as its sole and absolute 
property without any restrictions, con- 
ditions, limitations, or reservations 
whatsoever as of February 15, 1944. 

It is further ordered that as to the 
company’s subscribers, who are still re- 
ceiving grounded line service from pe- 
titioner, the applicable new rates shall 
not go into effect as to such subscribers 
until the first day of the month follow- 
ing the date on which service over 
metallic lines shall have been first fur- 
nished to such subscribers. 


It is further ordered that the sched- 
ules of rates, B—1 to B-72, filed by pe- 
titioner with the tariff department of 
this Commission in book form, and in 
conformity with the Commission’s 
rules and regulations relating to the 
composition and filing of rate sched- 
ules, pursuant to the said emergency 
order, shall remain on file as the regu- 
lar effective rates to be charged the 
patrons by petitioner for telephone 
service until further order of this 
Commission. 

It is further ordered that petitioner 
shall pay to the treasurer of the state 
of Indiana, through the secretary of 
this Commission, the following costs, 
namely : 


Commission’s engineering services $4,695.99 
Accounting department’s services .. 3,562.32 
Expense to the Commission for giv- 
ing notice by publication of the 
hearing in this cause 


$8,273.54 


Of the above costs, the records of 
the Commission show that on April 20, 
1943, petitioner paid the total amount 
of $6,420.99 pursuant to the Commis- 
sion’s order herein of April 19, 1943, 
which was set aside by said order of 
May 11, 1943. Therefore, petitioner 
be, and it hereby is, required to pay the 
balance of the costs due in this case, 
which were incurred by the engineer- 
ing and accounting departments subse- 
quent to May 11th and prior to the re- 
hearing of June 14, 1943, on or before 
February 10, 1944, as follows, to wit: 


Engineering 
Accounting 


$1,852.55 


It is further ordered that petitioner 
be, and it hereby is, permitted to charge 
out of the operating revenue against 
operating expense the proper and fair 
costs, incurred by the company in the 
prosecution of this case before the 
Commission, in the total amount of 
$25,000, by amortizing the same over 
a period of five years at the rate of $5,- 
000 for each year thereof. 

It is further ordered that petitioner 
shall charge against operating revenue 
an annual accrual for depreciation of a 
composite over-all rate of 4 per cent 
until further order of this Commis- 
sion. 
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FEDERAL POWER COMMISSION 


Re Cities Service Transportation & 
Chemical Company 


Docket No. G-488 


Re Cities Service Gas Company 


Docket No. G-493 
Opinion No. 106 
September 30, 1943 


PPLICATION for authority to construct natural gas pipe-line 
l \ facilities; authority granted subject to conditions. 


Gas, § 2.1 — Jurisdiction of Federal Commission — Natural gas company. 
1. A company producing and purchasing natural gas, transporting it into 
other states, and selling such gas either directly to consumers or to other 
companies for resale, is a natural gas company within the meaning of the 
Natural Gas Act, subject to the jurisdiction of the Federal Power Commis- 
sion, p. 246. 


Gas, § 2.1 — Jurisdiction of Federal Commission — Pipe-line facilities. 
2. Pipe-line facilities owned and operated by a natural gas company for the 
transportation and sale in interstate commerce of natural gas for resale 
are subject to the jurisdiction of the Federal Power Commission, p. 246. 


Certificates of convenience and necessity, § 53.5 — Natural gas pipe lines — 
Federal regulation. 
3. Natural gas companies must obtain certificates from the Federal Power 
Commission for the construction and operation of pipe-line facilities to be 
used for the transportation of natural gas in interstate commerce for sale 
for resale, p. 246. 


Certificates of convenience and necessity, § 73 — Pipe-line construction — Imposi- 
tion of conditions — Presentation of financing plan. 

4. A certificate authorizing construction of natural gas pipe-line facilities 
should contain a condition that the final plan of financing of construction 
be submitted to the Federal Power Commission for approval, where no 
negotiations have been or will be undertaken for the permanent financing 
of the construction until it is completed and the record fails to reveal the 
character, nature, and amount of securities finally to be issued, p. 247. 


Certificates of convenience and necessity, § 73 — Pipe-line construction — Im- 
position of condition — Presentation of plan of operation. 

5. A certificate authorizing construction of natural gas pipe lines should 
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contain the condition that the applicant submit to the Federal Power Com- 
mission for approval the proposed plan of operation of such pipe lines, in- 
cluding all contracts in connection therewith, where the application for the 
certificate and the record before the Commission fail to disclose the plan 
of operation, since the Commission may not grant blanket authority for 
construction and operation of the facilities in advance of the submission for 
its approval of a plan of operation, p. 248. 


Certificates of convenience and necessity, § 89.1 — Pipe-line construction — 
Change in route. 

6. A certificate authorizing pipe-line construction over a specified route 
should be granted as applied for, in preference to another route suggested 
by interveners, where the pipe line is urgently needed to serve vital war 
industries immediately, any change in the proposed route would result in 
a three months’ delay in completing the project, where steel necessary for 
the construction of the route proposed by interveners is unavailable, and 
where the proposed route has been considered and approved by the ap- 
plicant’s engineers and management after consultation with the War Pro- 
duction Board and the Petroleum Administration for War, which agencies 
have approved the route after giving consideration to the conservation of 
critical materials, time required for construction, and the requirements of 
war industries and civilian needs, p. 248. 


Certificates of convenience and necessity, § 159 — Procedure — Scope of proceed- 
ings. 
Statement that, in passing upon an application for authority to construct 
natural gas pipe-line facilities, the Federal Power Commission may con- 
sider the protection of interests of other gas companies under §§ 7(a) and 
(b) of the Natural Gas Act, 15 USCA §§ 717{(a), (b), by way of attach- 
ing conditions to the certificate, p. 250. 


+ 
APPEARANCES: O. R. Stites and A. Union Gas System, Inc.; Harry S. 
M. Ebright, for Cities Service Gas Littman and Stanley Morley, for the 
Company ; Frank H. Bacon, for Cities Federal Power Commission. 


Service Transportation and Chemical 
Company; Richard B. McEntire and 
Kenneth W. Wagner, for the State 
Corporation Commission of Kansas; 
Jerome M. Joffee, for the city of Kan- 
sas City, Missouri; Vincent F. 
Hiebsch and Fred W. Ally, for the 
city of Wichita, Kansas; Floyd Green 
and Earl Foster, for the Corporation 
Commission of Oklahoma; John P. 
Randolph, for the Public Service 
Commission of Missouri; Conrad C. 
Mount, for Consolidated Gas Utilities 
Corporation; E. H. Hatcher, for 


By the Commission: These pro- 
ceedings involve applications of Cities 
Service Transportation and Chemical 
Company’ and Cities Service Gas 
Company® for certificates of public 
convenience and. necessity under § 7 
(c) of the Natural Gas Act, 15 USCA 
§ 717{(c), as amended. The facili- 
ties proposed to be constructed are for 
the purpose of transporting gas from 
the Hugoton field into eastern Kansas, 
northeastern Oklahoma, and western 
Missouri, to augment existing natural- 
gas supplies in that area. 





1 Hereinafter referred to as the “Transpor- 
tation Company.” 
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2 Hereinafter referred to as the “Gas Com- 
pany.” 
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The Transportation Company seeks 
authority to construct a 26-inch main 
transmission line, 231 miles in length, 
from a point in the Hugoton field, near 
Guymon, Texas county, Oklahoma, 
due east to the Gas Company’s Black- 
well compressor station in Kay county, 
Oklahoma. The Gas Company pro- 
poses to construct the following-de- 
scribed facilities : 

(1) A 12-inch line, 35 miles in 
length, looping the existing pipe line 
from Burbank, Oklahoma, to Tallant, 
Oklahoma, to deliver increased quan- 
tities of gas to the “east side” of the 
present pipe-line system ; 

(2) A 20-inch line, 11.25 miles in 
length, looping the existing 18-inch 
tie-over immediately south and south- 
east of Wichita, Kansas, to permit the 
service of increased demands in the 
Wichita area and to augment gas de- 
liveries to the “east side” of the exist- 


ing system ; 

(3) Reconditioning of 16 miles of 
16-inch line south of Wichita to per- 
mit carrying higher pressures for in- 
creased throughputs to markets in the 


Wichita and Hutchinson, 
areas ; 

(4) A 2.2-mile line of 8-inch pipe 
to serve the increased fuel require- 
ments of the Socony Oil Refinery at 
Augusta, Kansas ; 

(5) Addition of 340 horsepower to 
Saginaw compressor station in New- 
ton county, Missouri, to “fortify” de- 
liveries of gas to Camp Crowder, Mis- 
rouri, and to Springfield Gas and Elec- 
tric Company for resale to consumers 
in Springfield, Missouri. 

The necessity for relieving the nat- 
ural-gas transportation shortage in the 
mid-continent area by the installation 
of a line to the Hugoton gas field in 


Kansas, 
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time for service during the coming 
winter season is urgent. Conflict of 
opinion exists as to the manner in 
which and the route by which relief 
for the situation is to be obtained. 
Nevertheless, the evidence shows that 
the fuel requirements for vital war in- 
dustries and civilian demands make it 
imperative that the emergency be al- 
leviated with all possible speed. 

The record discloses clearly that the 
War Production Board, as early as 
February 8, 1943, called the attention 
of Cities Service System representa- 
tives to the need for the filing of a 
formal application for priority assist- 
ance and a preference rating certificate 
for the materials required to construct 
such a line. On March 18, 1943, that 
Board, by telegram, again requested 
the filing of such formal application, 
which was thereafter filed on April 
6th. On May 1, 1943, WPB advised 
that favorable action could not be 
taken on such pending application un- 
less assurance could first be given, 
among others, that applications for ap- 
proval of regulatory bodies, including 
the Federal Power Commission, would 
be prosecuted immediately upon re- 
ceipt of the preference rating certifi- 
cate. On May 11, 1943, Cities Service 
Company, the top-holding company of 
the Cities Service System, accepted 
this condition, and on May 24, 1943, 
the War Production Board issued such 
certificate. 

On May 8, 1943, we announced in 
advance of our formal opinion in the 
pending investigation of the rates of 
the Gas Company that in fixing such 
rates we would give recognition to re- 
turn and depreciation on the estimated 
cost of the Hugoton line, and stated 
that such assurance should materially 
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assist in effecttng promptly the con- 
struction of the proposed pipe line.* 
At the same time, we stated that timely 
filing of an application with this Com- 
mission for a certificate of public con- 
venience and necessity would expedite 
the matter.* 

By letter of June 3, 1943, we re- 
quested the Gas Company to apply 
promptly for a certificate of public 
convenience and necessity in order to 
expedite the project, and again, on 
June 12, 1943, urged the filing of such 
application. The failure to comply 
with these requirements led to the issu- 
ance of our order on July 20, 1943,° 
directing these companies and their 
top-holding company, Cities Service 
Company, to show cause why appro- 
priate applications for a certificate of 
public convenience and necessity for 
the proposed project should not be filed 


immediately with this Commission. 
These events culminated in the fil- 
ing of incomplete applications in these 


proceedings by the Transportation 
Company and the Gas Company on 
July 27 and August 4, 1943, respec- 
tively. After due notice to all inter- 
ested persons, hearings were held be- 
tween August 18 and September 18, 
1943, during which period a 2-week 
continuance was necessitated by appli- 
cants’ failure to complete their applica- 
tions and to submit essential informa- 
tion and data required by the Commis- 
sion’s rules and regulations. The re- 
cital of the foregoing makes it clear 
that responsibilitly for delay in the 


construction of additional pipe-line fa. 
cilities must rest squarely upon the 
applicants. 

Moreover, we have recited this fac. 
tual background in detail so that our 
conclusions may be viewed in proper 
perspective, particularly with respect to 
contentions of the State Corporation 
Commission of Kansas, the city of 
Wichita, Kansas, and the city of Kan. 
sas City, Missouri, interveners herein, 
regarding the route and design of the 
project. The delay in filing and 
prosecuting the applications in this 
proceeding in the face of the urgent 
necessity for the immediate con- 
struction of a line to the Hugoton 
gas field, makes it necessary at 
this late hour to choose between ac- 
cepting the project as proposed in its 
entirety, or having no project for serv- 
ice during the coming winter. We 
shall comment further on this situation 
later in this opinion. 


Jurisdiction 

[1-3] The Gas Company produces 
natural gas in Texas, Kansas, and 
Oklahoma, and purchases natural gas 
in Kansas, Oklahoma, and Missouri. 
It transports such gas by means of an 
integrated pipe-line system from the 
states in which the gas is produced and 
purchased through or into other states, 
and sells such gas either directly to 
consumers or to other companies for 
resale for ultimate public consumption 
in Texas, Oklahoma, Missouri, Kan- 
sas, and Nebraska. It therefore is a 





3 See Federal Power Commission Opinion 
No. 95, Re Cities Service Gas Co. Docket No. 
G-141 (1943) 50 PUR(NS) 65, wherein this 
assurance was fully satisfied. 

4The Commission’s rules and regulations 
provide that: 

“During the war emergency, any applicant 
filing an application with the War Production 
Board incidental to an application for a cer- 
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tificate of public convenience and necessity to 
the Federal Power Commission, should, when- 
ever it is possible to do so, at the same time 
file its application with the Commission in or- 
der to facilitate action by the Commission.” 
(Italics supplied.) 

5 Federal Power Commission, Docket No. 
G-487. 
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natural gas company within the mean- 
ing of the Natural Gas Act, and the 
facilities which it proposes to construct 
and operate as a part of such pipe-line 
system are clearly subject to our juris- 
diction. 

It is admitted that the Transporta- 
tion Company * and its proposed facili- 
ties are also subject to our jurisdic- 
tion.? It appears from the evidence 
that such facilities will be operated 
either by that company alone, or in 
conjunction with others under a lease 
arrangement, for the transportation of 
natural gas in interstate commerce for 
resale as an integral part of the Gas 
Company’s pipe-line system. It is ob- 
vious, therefore, that such facilities are 
subject to our jurisdiction, and that 
upon their completion the Transporta- 
tion Company will be a natural gas 
company within the meaning of the 
act. 

Thus, we conclude that both appli- 
cants require certificates of conven- 
ience and necessity for the construc- 
tion and operation of the facilities 
which are the subject of the pending 
applications. 


Gas Reserves 

Applicants’ geologist testified that 
the remaining recoverable reserves in 
the Hugoton gas field are between 15 
and 20 trillion cubic feet, and those of 
the Texas Panhandle field approxi- 
mately 15 trillion cubic feet. He fur- 
ther testified that these fields must be 
considered together in estimating fu- 
ture life expectancy. Thus considered, 


he estimated that the combined life of 
these fields at the present rate of with- 
drawals will be more than forty 
years. 

The Gas Company owns gas re- 
serves in the Hugoton gas field which 
it has estimated to be approximately 
2 trillion cubic feet. In addition, it 
has entefed into a contract with Re- 
public Natural Gas Company to pur- 
chase between 25 and 35 million cubic 
feet of gas per day. 

The initial capacity of the proposed 
Hugoton pipe line is 140 million cubic 
feet per day. By installing additional 
compressor facilities, it is proposed to 
attain a delivery capacity of 220 mil- 
lion cubic feet per day in 1945 and 240 
million cubic feet in 1946, The annual 
deliveries through the line for the next 
four years are estimated as follows: 


Cubic feet 
41 billion 
61 billion 
71 billion 
77 billion 


It is concluded from the evidence 
submitted that the gas reserves dedi- 
cated to the proposed pipe line are ade- 
quate and ample for the project. 


Financing 

[4] The estimated cost of the facili- 
ties to be constructed by the Gas Com- 
pany is $1,098,597,* such sum to be 
financed out of that company’s cur- 
rent funds. The evidence is clear that 
the Gas Company’s financial condition 
will readily permit such financing. 


The estimated cost of the proposed 





® Both the Gas Company and the Transpor- 
tation Company are subsidiaries of Empire Gas 
and Fuel Company, which is in turn a sub- 
sidiary of Cities Service Company, the top- 
holding company in the Cities Service System. 
7W. Alton Jones, president of Cities Service 
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Company, referring to this Commission’s juris- 
diction over applicants, testified: “You have 
jurisdiction over both of them.” 

8 In addition, $1,091,724 is the estimated ex- 
penditure for wells to be drilled in the Hugo- 
ton field in 1943. 
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facilities of the Transportation Com- 
pany is $10,634,799. The president 
of Cities Service Company testified 
that no negotiations have been or will 
be undertaken for the permanent 
financing of this project until construc- 
tion is completed. Empire Gas and 
Fuel Company, the parent company, 
and Cities Service Company, the top- 
holding company, have entered into a 
firm commitment to advance all funds 
necessary to complete the project pend- 
ing final financing arrangements. Such 
advances will be made by the purchase 
of capital stock of the Transportation 
Company by the Empire Company at 
par, or by advances at an interest rate 
not to exceed 6 per cent per annum. 
The record does not reveal the char- 
acter, nature, and amount of the se- 
curities finally to be issued. In the 
circumstances we shall condition the 
certificate to be issued the Transpor- 
tation Company and require the final 
plan of financing to be submitted to 
this Commission for approval. This 
shall include all agreements with re- 
gard to such financing, a description 
of the character and nature of the pro- 
posed securities, and a statement of 
the cost of money and the considera- 
tion to be received for the securities. 


Plan of Operation 

[5] The plan under which it is pro- 
posed to operate the facilities of the 
Transportation Company, consisting 
principally of the 231-mile transmis- 
sion pipe line to the Hugoton field, 
has not been revealed in evidence. 
Whether these facilities will be oper- 
ated by the Transportation Company 
alone or by it and the Gas Company 
under some joint arrangement has not 
been disclosed. Moreover, the record 
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is silent regarding the charges to be 
made for the use and operation of 
these facilities. 

Applicants’ officials testified that the 
plan of operation will depend in part 
upon the wishes of the lender who will 
finally finance the project. They fur- 
ther stated that inasmuch as permanent 
financial arrangements have not been 
made, the operating plan cannot now 
be foretold. 

The evidence discloses that during 
the past year the Cities Service System 
has been fully cognizant of the need 
for this project. For many months it 
has widely proclaimed a serious gas 
shortage in the Gas Company’s sys- 
tem. Ample time appears to have 
elapsed within which to formulate a 
plan for the operation of the proposed 
Hugoton pipe line. Yet neither appli- 
cant has come forward with a definite 
or concrete plan. 

Obviously, we cannot grant carté 
blanché authority for the operation 
of the Transportation Company’s pro- 
posed facilities in advance of the sub- 
mission for our approval of a plan of 
operation. In the circumstances, we 
find it reasonable and appropriate, in 
the public interest, to impose as a con- 
dition to the issuance of the certificate 
to the Transportation Company that it 
submit to this Commission for ap- 

proval the proposed plan of operation 
of its facilities, including all contracts 
in connection therewith. 


Pipe-line Route 

[6] Interveners, State Corporation 
Commission of Kansas and the city of 
Wichita, Kansas, contend that the 
transmission line from the Hugoton 
field should be routed via Wichita, 
Kansas, rather than via Blackwell, 
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Oklahoma. The applicants and the 
Corporation Commission of Oklahoma 
insist that the Blackwell route, as pro- 
posed, will best serve the public con- 
venience and necessity. Considerable 
expert testimony has been adduced in 
support of these opposing views. 

The problem of the route does not 
end at Blackwell and Wichita, on the 
“west side” of the Gas Company’s ex- 
isting system. The heavier demands 
are on the “east side,” principally in 
the metropolitan and industrial areas 
of Kansas City, Missouri, and Kan- 
sas City, Kansas. As a means of 
transporting the Hugoton gas from 
the “west side” to the “east side” of 
the system, the Gas Company pro- 
poses, among other things, to loop the 
existing line between Blackwell and 
Tallant compressor stations in Okla- 
homa. In order to accomplish this 


purpose, the Kansas Commission pro- 
poses the looping of the existing line 
between Wichita and Caney compres- 
sor stations, and ultimately looping the 
main line from Wichita to Ottawa, 


Kansas. The latter is a segment of 
the most direct pipe-line route between 
the Hugoton field and Kansas City. 

The route proposed by the Kansas 
Commission appears to have merit, 
particularly in the long-term view of 
the gas transportation problem. How- 
ever, we do not have before us the 
design of a new pipe-line system in 
the first instance. The problem of 
route here posed must be considered 
in the light of the exigencies of the 
war emergency. During this emer- 
gency both time and steel must be 
conserved, at times even at the ex- 
pense of possible long-term advan- 
tages. 

We have adverted to the urgent 
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need for the installation of this project 
in time for service during the coming 
winter in order that vital war indus- 
tries may not suffer for lack of fuel. 
The evidence is uncontradicted that a 
change in route at this late date would 
result in a 3-month delay in complet- 
ing the project. Applicants’ witnesses 
maintain that the project will be com- 
pleted by January 31, 1944, if no 
change is made in the route. 

Moreover, it does not appear that 
the necessary steel is now available for 
the construction of the route proposed 
by the Kansas Commission. While it 
is contended that certain existing lines 
might be relocated to loop the lines in 
the Gas Company’s existing system, it 
is clear that this could not be achieved 
without abandonment proceedings un- 
der the Natural Gas Act. This would 
require the filing of applications by 
the Gas Company, due notice, and 
hearings with respect to the effect of 
discontinuance of service upon cus- 
tomers served by such lines. Thus, if 
relief is to be afforded this winter, the 
line as proposed must be constructed 
at once. 

The evidence discloses that the route 
proposed by the applicants has been 
carefully weighed and considered by 
its engineers and management, after 
consultation with the War Production 
Board and the Petroleum Administra- 
tion for War. These agencies have 
approved the proposed design and 
route, giving due consideration to the 
conservation of critical materials, time 
required for construction, and the re- 
quirements of war industries and 
civilian needs. 

Upon the entire record before us, 
therefore, in this time of war emer- 
gency, we conclude that the route as 
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proposed by applicants will serve the 
public convenience and necessity. 


The Welda-Kansas City Line 

The city of Kansas City, Missouri, 
contends, and the evidence shows, that 
the proposed facilities will not increase 
deliveries in the metropolitan area of 
that city; and that, on the average, 
curtailments of gas service in that area 
will exceed those of the balance of the 
system.® The mayor of Kansas City 
testified that more gas is needed in the 
Kansas City area, and urged the con- 
struction of an additional 16-inch line, 
75 miles in length, from the Welda 
storage field to augment deliveries to 
that city. Indeed, the Gas Company 
recently proposed to build such line, 
but has deferred construction princi- 
pally because of the scarcity of pipe. 

No application has been made to 
this Commission to construct the 
Welda-Kansas City line. However, 
Vice President O’Brien of Cities Serv- 
ice Company has stated on the record 
that he recognized the possibility of 
building the line, and that his company 
would be glad to further consider the 
matter and discuss with representatives 
of Kansas City, the Kansas Commis- 
sion and WPB (during. the next six 
or eight months) the possibilities of 
securing materials and equipment for 
such line. He further stated that at 
such time as steel is available, appli- 
cation will be made to this Commis- 
sion for a certificate, if it then appears 
in the interest of the people of Kansas 
City to construct such line. 
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Upon proper application to this 
Commission for authorization for a 
line from Welda to Kansas City, we 
shall give the matter our careful con- 
sideration and promptly take such 
action as then appears appropriate in 
the premises. 


Contentions of Intervener Gas Com- 
panies 

We have carefully considered the 
contentions of interveners, Consoli- 
dated Gas Utilities Corporation and 
Union Gas System, Inc., and conclude 
that the protection of their interests 
sought by way of attaching conditions 
to the certificate may be considered by 
the Commission under §§ 7(a) and 
(b) of the Natural Gas Act, 15 USCA 
§§ 717f(a), (b). These provisions 
of the act may be invoked upon proper 
application. It is felt, therefore, that 
the contingencies envisioned by these 
interveners, thus, can be considered by 
this Commission upon occurrence, 


Conclusion 


We conclude from the record that 
the construction and operation of the 
proposed facilities are and will be re- 
quired by the present and future pub- 
lic convenience and necessity. The 
evidence convinces us that applicants 
are able and willing properly to do the 
acts and perform the service proposed 
and to conform to the provisions of 
the Natural Gas Act and the require- 
ments, rules, and regulations of the 





® Applicants estimate the ratio of the load to be curtailed to the potential demand on the 
peak day of the 1943-44 and 1944-45 winter, as follows: 


Winter “West Side” 
Peak Day of System 
De cc tincasasaebawes see ve 14.5% 
TORII Si vcacicsciswesscdes ° 13.3% 
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“East Side” Total System Kansas City 

of System verage rea 
22.7% 19.7% 21.0% 
20.0% 17.5% 18.5% 
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Commission thereunder. Accordingly, of public convenience and necessity 
we shall authorize the construction and conditioned as herein contemplated. 
operation of the proposed facilities by Orders will be entered in accordance 
the issuance of appropriate certificates with this opinion. 





WISCONSIN PUBLIC SERVICE COMMISSION 


Re Rantoul Telephone Company 


2-U-1943 
January 25, 1944 


PPLICATION for authority to increase telephone rates; grant- 
d \ ed in modified form. 


Expenses, § 95 — Salaries and wages — Proposed increase. 
1. The amount of a contemplated increase in wages paid to a switchboard 
operator of a telephone company should not be included in increased costs 
of operation for the purposes of a rate case when no definite commitment 
has been made, but a portion of increased revenue may be allocated to the re- 
turn of the company so that funds will be available from that source for a 
further increase in operator’s wages, p. 252. 

Rates, § 558 — Telephone handsets. 
2. An extra charge for handset telephone service should be disapproved, 
since this type of instrument is standard equipment, p. 253. 

Rates, § 311 — Telephone instrument changes — Handsets. 
3. A charge to subscribers who ask to change from present instruments to 
handset telephone service should be authorized in order to retard too rapid 
changeover to handset equipment and consequent retirement of other in- 
struments, p. 253. 

Rates, § 43 — Powers of Commission — Not restricted to application. 
4. The Commission is not limited to granting or denying an application 
for a rate increase but has jurisdiction to prescribe such other rates within 
the scope of the proceeding as will be reasonable, p. 253. 

Rates, § 544 — Telephone — Business service. 
5. Higher rates should be established for business telephone service, in 


view of the greater use of business telephones, p. 253. 
¥ 


By the Commisston: The Rantoul incorporated community of Potter, 
Telephone Company, which operates town of Rantoul, Calumet county, and 
as a telephone public utility in the un- surrounding territory, filed with the 
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Commission on December 2, 1943, an 
application for authority to increase 
its rates so as to produce an increase 
in estimated gross revenue of some- 
what more than $300 a year. The 
company proposed to increase its net 
rates 25 cents a month for one-party 
and multiparty service and to estab- 
lish a handset charge 25 cents above 
rates for wall or desk sets. A copy of 
such application was served upon the 
Federal Office of Price Administration 
by the applicant which consented to 
intervention of OPA in this pro- 
ceeding. A notice of investigation and 
hearing was issued on December 4th. 


APPEARANCES: Rantoul Telephone 
Company, by G. C. Riedel, Secretary, 
Potter. 

The applicant serves 110 subscribers 
at its Potter exchange. Nineteen sub- 
scribers are classified as business users 
and 91 as rural customers. The com- 
pany has not distinguished between 
business and residence or urban and 
rural service for rate purposes. 

Present lawful rates on file with us 
are $1.50 net per month for one-party 
and $1.25 net per month for multi- 
party service, with the gross rate 25 
cents higher in each case. The record 
discloses that the company since 1940 
has furnished handset or cradle phone 
service and has made an additional 
charge of 25 cents per month for such 
instruments, of which seven are now 
in service. This rate was not filed 
with us nor was authority to apply 
such rate ever secured from the Com- 
mission, 

The company now asks authority 
to establish the following rates, effec- 


52 PUR(NS) 


tive on bills rendered in February for 
service given in January: 


Per Month 
Gross Net 


One-party service $2.00 $1.75 
Multiparty service ; 1.50 
Handsets (additional charge).. ~ 2 

The applicant wishes to increase 
rates to meet higher operating ex- 
penses resulting principally from in- 
creased wages and higher costs of ma- 
terial. 

An examination of the annual re- 
ports of the company for recent years 
shows that it has not earned an ex- 
cessive return. Consequently, we will 
consider the revenue to be derived 
from the proposed increase in rates in 
the light of increased operating ex- 
penses as revealed by the record. 

[1] The testimony shows that the 
increase in operating costs totaled $238 
annually. An additional increase in 
wages paid to the switchboard oper- 
ator is contemplated, but since no defi- 
nite commitment has been made, we 
will not include this amount in the 
increased costs of operation. How- 
ever, a portion of the increased reve- 
nue will be allocated to the return of 
the company so that funds will be 
available from that source for a fur- 
ther increase of $60 per year in opera- 
tor’s wages. 

The increase in operating expenses 
of $238 is made up of wage increase 
of $60 per year granted the switch- 
board operator in 1943, a 50 per cent 
increase in the hourly wages of line- 
men, a 10 per cent increase in the cost 
of materials and supplies, and an esti- 
mated increase of $8 in taxes. 

The total increase in revenue from 
the proposed rates would be $330, or 
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$32 more than the increased operating 
expenses and proposed increase in 
operator’s wages discussed above. It 
is our opinion that the extra $32, plus 
any increase in toll revenue, will be 
needed by the company to meet un- 
foreseen increases in operating ex- 
penses. 

Our estimate of the 1944 revenues 
and operating expenses of the Rantoul 
Telephone Company is: 


Revenues 
Local exchange revenue 
Toll revenue 
Miscellaneous revenue 


Total operating revenue 
Operating Expenses 
Salaries and wages 
Repair material and supplies 
Rental of building 
Geneva) GXDENSES (oie oe oo so cawes« 
Depreciation expense (4%) 


Total operating expense 


Balance available for return 


[2, 3] Concerning the 25-cent extra 
charge for handset service, we con- 
sider the handset type of telephone in- 
strument standard equipment which 
should not carry a higher rate than 


other types. We have so ruled in 
many cases involving other telephone 
utilities. We will, however, authorize 
a charge of $1.50 to subscribers who 
ask to change from present instru- 
ments to handsets. Such charge will 
serve to retard too rapid changeover 
to handset equipment and consequent 
retirement of other instruments. We 


know from the experience of other 
telephone companies with such change- 
in-type charge that it has been effec- 
tive in preventing premature retire- 
ment of telephone instruments in good 
working order. 

[4, 5] At our staff’s request, the 
applicant made a one-week count of 
calls from December 29, 1943, to Jan- 
uary 4, 1944. This traffic study shows 
that the calling rate from business tele- 
phones at Potter is substantially great- 
er than the calling rate for residence 
telephones. While the traffic study 
was made over the New Year holiday 
period, it was the view of the com- 
pany’s witness that the number of 
calls on business telephones was about 
normal. The company’s proposed 
rates do not differentiate between the 
various classes of service. Since we 
have a continuing duty under the stat- 
ute to assure the public adequate serv- 
ice by public utilities at reasonable 
rates, we are not limited to granting 
or denying the application of the com- 
pany but have jurisdiction to prescribe 
such other rates within the scope of 
this proceeding as will be reasonable. 
In view of the evidence of greater use 
of business telephones, we shall fix 
rates reflecting such greater use. 

The 1942 report of the company 
states that one-party business tele- 
phone service is given nine subscribers. 
The testimony indicates that ten other 
business subscribers receive multi- 
party service. 
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RHODE ISLAND DEPARTMENT OF BUSINESS REGULATION 


Re New England Motor Rate 


Bureau, Incorporated 


Docket No. 420 
December 8, 1943 


- peasancne of proposed increases in motor trucking rates; 
proposed rates disallowed and smaller rate increase permitted. 


Rates, § 146 — Cost of service — Motor trucks. 
1. The Public Utility Administrator is bound by the intent and meaning of 
the regulatory statute, which is to establish rates which are just and rea- 
sonable and compensatory, when it is shown that operating ratios of motor 
carriers have increased to a degree where their continued operation might be 
jeopardized, p. 255. 

Rates, § 156 — Reasonableness — Service maintenance. 
2. A rate too low to provide adequate and efficient transportation service 


can be just as detrimental to public interests as one that places an excessive 
burden on the public, p. 255. 


Expenses, § 42 — Recoupment of past losses — Retroactive wage adjustments. 
3. Motor carriers are not entitled to increased rates sufficiently high so as 
to recoup past losses from future operations although they have been re- 
quired to pay increased wages to employees under retroactive wage adjust- 
ments, p. 256. 


¥ 


KENNELLY, Administrator: On Law of Rhode Island the bureau gave 


June 3, 1943, The New England 
Motor Rate Bureau, Inc., as agent for 
all carriers participating in its tariffs 
in Rhode Island, filed with the Admin- 
istrator a “Master Tariff No. 2” 
designated as R.I.D.P.U. No. A-21, 
together with special connecting link 
supplements. This tariff and the con- 
necting link supplements were to be- 
come effective July 5, 1943 and they 
proposed a general increase of 124 per 
cent on all rates published by the bu- 
reau on Rhode Island intrastate traffic. 

As required by the Public Utility 
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the thirty days’ notice regarding the 
proposed increases, and, likewise, it 
consented to the timely intervention by 
the appropriate Federal agency. 
Under date of June 25, 1943, the 
Administrator ordered the suspension 
of the application of said tariffs, pend- 
ing the determination of the reasona- 
bleness of these increased rates and 
charges. As similar tariffs had been 
filed with the Interstate Commerce 
Commission and other state regulatory 
bodies in the New England area, and 
as a date for a hearing on these tariffs 
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had been set by the Interstate Com- 
merce Commission in Boston on July 
22, 1943, an appearance was entered 
on behalf of the Public Utility Admin- 
istrator of Rhode Island and a repre- 
sentative of his office attended the 
hearings. 

Governmental agencies which en- 
tered appearances as _ protestants 
against these increased tariffs included 
representatives of the Price Adminis- 
trator, the Director of Economic Sta- 
bilization, the Secretary of War, the 
Navy Department, the Secretary of 
Agriculture, and certain shipper as- 
sociations. 

The bureau based its request for 
additional rates on the greatly in- 
creased cost of operation. It was con- 
tended that a normal operating ratio 
for a carrier would be approximately 
90 per cent and during the past year 
the operating ratios of many carriers 
had increased up to and in excess of 
100 per cent. Of the various cost fac- 
tors entering into an operating ratio, 
the most important is that of labor 
and the bureau maintained that wages 
paid to employees constitute approxi- 
mately 50 per cent of the total cost of 
operation. The recent wage increases 
granted by the War Labor Board to 
truck drivers in certain New England 
areas poised a serious problem to car- 
riers in this district because of low cash 
reserves and because this wage award 
was retroactive to the first of this year. 
The bureau petitioned for increased 
tariffs as high as 124 per cent. The 
types of carriers requesting this in- 
crease were those of Class 1, Class 2, 
and Class 3. 

A number of detailed exhibits were 
presented by the bureau in proof of its 
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statement that costs of operation had 
increased and counsel for the bureau 
contended that unless relief was forth- 
coming to the carriers in the form of 
additional tariffs that the entire truck- 
ing industry in this area was in im- 
minent danger of demoralization. 

Opposition to these proposed in- 
creases in rates was led by represen- 
tatives of the Office of Price Admin- 
istration who maintained that no com- 
mon carrier should be granted author- 
ity to increase its charges unless such 
increase was necessary to permit con- 
tinued operation by that carrier in the 
performance of an essential war activ- 
ity, or in order to correct a gross in- 
equity. It was further alleged that 
these proposed tariff adjustments 
would tend to be inflationary and 
would increase the cost of merchan- 
dise to the ultimate consumer. 

Other protestants agreed that. these 
increased charges would react against 
the interests of the motor trucking 
industry because shippers would divert 
shipments to other forms of transpor- 
tation which might prove to be 
cheaper. 

[1,2] The Administrator is of the 
opinion that the arguments and the 
evidence which was presented both by 
the respondents and the protestants in 
the matter of interstate rates applies 
equally well to intrastate rates in 
Rhode Island. From the evidence 
available to him it appears reasonable 
to conclude that the operating ratios 
of most carriers have increased to a 
degree where their continued opera- 
tion might be jeopardized. He is in 
accord with the contention of the car- 
riers that increased costs of operation 
are to a large extent beyond the con- 
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trol of the truckers. While he is not 
unmindful that any increase in motor 
truck rates in Rhode Island might in- 
crease the costs of merchandise to the 
general public, he is bound by the in- 
tent and meaning of the Rhode Island 
statute which is to establish rates 
which which are just and reasonable 
and compensatory. A tariff rate which 
is determined to be too low to provide 
adequate and efficient transportation 
service can be just as detrimental to 
public interests as one that places an 
excessive burden on the public. 

[3] The Administrator feels that 
the rate of increase amounting to 4 
per cent which has already been grant- 
ed to the New England Motor Rate 
Bureau, Inc., by the Interstate Com- 
merce Commission on interstate move- 
ments in the New England area, as 
well as the reasons cited for the grant- 


ing of said increase by the Commis- 
sion, apply to intrastate movements of 


traffic in this state. The request for 
a rate increase of 124 per cent was 
made in order that the carriers might 
recover out of future earnings 
amounts which they have been re- 
quired to pay their employees under 
retroactive wage adjustments, as well 
as to insure a fair return on future 
services based upon present costs of 
operation. The Administrator rejects, 


as did the Interstate Commerce Com- 
mission, the principle of setting a tariff 
rate sufficiently high so as to recoup 
past losses from future operations and 
he agrees that a general increase of 4 
per cent would produce as nearly as it 
could be estimated an average operat- 
ing ratio of approximately 93 per cent 
which is deemed adequate to insure a 
reasonable profit to the carriers. 

Now, therefore, it is (5316) or- 
dered: That R.I.D.P.U. No. A-21 and 
Connecting Link Supplements thereto 
filed with the Rhode Island Public 
Utility Administrator on June 3, 
1943, by The New England Motor 
Rate Bureau, Inc., Agent, and sus- 
pended by Administrator’s Order 
Number 52394 on June 25, 1943, be 
and the same are hereby disallowed, 
and it is further 

Ordered: That The New England 
Motor Rate Bureau, Inc., may file with 
the Administrator new tariffs, such 
tariffs to be not in excess of 4 per cent 
of the present tariffs for common car- 
riers now on file with the Administra- 
tor, and fractions of a cent may be 
resolved to the nearest cent and rates 
12 cents and under may be increased 
by $ cent and the minimum charge per 
shipment may be increased to the next 
highest multiple of 5 cents. 
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Now Off the Press 


WARTIME 
REGULATORY 
PROBLEMS 


A Volume Containing the Entire Proceedings of the 1943 War 
Conference of the 


NATIONAL ASSOCIATION OF 
RAILROAD AND UTILITIES COMMISSIONERS 


Including round-table discussions and reports on the following timely 
and important subjects: 


Fair Rate of Return Under War Conditions—Office of Price Administration 
and Rate Increases, Including Those Brought About by Fuel Adjust- 
ment Clauses—The Incidence of War Taxes: To What. Extent 
Should They Be Approved As Operating Expenses—State 
Autonomy in Regulation of Public Service Enterprises 
—Air Transportation Regulation—Utility Finance 
— Telephone Regulatory Problems — Ac- 
counting, Valuation and Depreciation— 

These and Others. 
$6.00 
COMMITTEE REPORTS SEPARATELY PRINTED AND OTHER 1943 PUBLICATIONS 
OF THE NATIONAL ASSOCIATION OF RAILROAD AND UTILITIES COMMISSIONERS 
Depreciation 5. 

Telephone Regulatory Problems 

Legislation 

Developments in Regulatory Law 

Incidence of War Taxes, address of Clyde O. Fisher of Connecticut 


Accounts and Statistics 
Interpretations of Uniform System of Accts. for Electric Utilities, E-2, E-3, E-4, E-5, E-6.. 
Interpretations of Uniform System of Accounts for Gas Utilities, G- 1, G-2, G- 3, G- ‘4, G- 


> 


Accounting Procedures Requiring Commission Approval 
Proceedings of the 1941 Convention 
Proceedings of the 1942 War Convention 


(Where remittance accompanies order we pay forwarding charges) 


NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 


7413 NEW POST OFFICE BUILDING WASHINGTON, D. C. 
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Industrial Progress 


Selected information about products, supplies and 


services offered by manufacturers. Also announce- 
ments of new literature and changes in personnel. 


Pennsylvania Transformer Co. 
Appoints New Sales Manager 


HE Pennsylvania Transformer Company 
announces the appointment of W. 
Swoish as sales manager of the company. 

A graduate of Ohio State University in 
electrical engineering, Mr. Swoish has had 
wide experience in the electrical industry. He 
was sales manager of both the distribution 
transformer section and the switchgear divi- 
sion at Westinghouse. He was affiliated with 
the Roller-Smith Company as sales manager 
from 1939 to 1943. Mr. Swoish spent a short 
time in the Cleveland office of Allis-Chalmers 
before joining Pennsylvania Transformer. 

Mr. Swoish’s new headquarters will be at 
the company’s main offices in Pittsburgh. He 
will have full charge of all sales activities. 


New Set of Adjustable 
Hole Cutters 


NEW set of three adjustable hole cutters 
A that cut all possible diameters from # in. 
to 33 in. is announced by the Robert H. Clark 
Company of Beverly Hills, California, makers 
of the “CC” line of adjustable cutting tools. 
These cutters—with straight shanks for use as 
hand tools, in portable electric and pneumatic 
drills, or in light drill presses—are said by the 
manufacturer to produce accurate, clean holes 
that require no after-grinding, reaming or fil- 
ing. 

Clark hole cutters, the manufacturer states, 
have many advantages over cutting torches, 
hole saws, or drills for cutting holes in either 
thick or thin metals. They are adjustable and 
can be easily sharpened by any competent 
mechanic. They may also be used in lathes 
and other spindle-type machines. The cutters 
consist of a straight shank on a hexagon body, 
into which are set 3 high-speed steel blades at 
120° intervals. The three hole cutters, with 
an extra set of blades for each, are packed in 
a handy wooden box which is securely fas- 
tened to protect shanks, pilots, and blades 
when jostled around in a repair kit or me- 
chanic’s tool box. 

For complete specifications and additional 
information write the manufacturer, 9330 
Santa Monica Boulevard, Beverly Hills, 
California. 


Snyder Joins C-O-Two 
Cae. M. Snyder, formerly vice president 
in charge of Naval Ordnance production 
at the Herring, Hall, Marvin Safe Company, 


APR. 27, 1944 


Hamilton, Ohio, has joined the C-O-Two Fire 
Equipment Company, Newark, New Jersey, as 
assistant to President Scott E. Allen. 


“All-Out” Fire Extinguisher 


Ape Powder Extinguisher Corpora- 
.N tion, 50 Rockefeller Plaza, New York 
city, announces a new “All-Out” fire extin- 
guisher which is designed especially to ex- 
tinguish both flammable liquids and fires of 
electrical origin. The chemical ejects a stream 
of “All-Out” dry chemical which, when acti- 
vated by heat, forms a dense, fire-smothering 
cloud over a flaming area up to 18 feet. The 
insulating qualities of the cloud help ‘guard 
against reflash, and create a heat-defiecting 
screen between the operator and flame, per- 
mitting close range attack with greater safety 
and no heat discomfort. The chemical, a non- 
conductor of electricity, is claimed to be harm- 
less to humans and delicate, mechanized parts 
of motors or machinery. 

Weighing only 37 lbs. fully charged, the 
extinguisher is easily maneuvered. It is fast in 
action and can be quickly recharged at the 
scene of a fire. Both the extinguisher and its 
extinguishing agent have been tested and ap- 
proved by the Associated Factory Mutual 
Laboratories on burning oils, alcohol and 
gasoline fires, 


Mercoid Moves New York Office 


E bu New York office of The Mercoid Cor- 
poration is now located at 205 East 42nd 
St., New York, New York. 

Mr. R. Fenton Fisher, vice president, is in 
charge of this office. 


Degasification of Water 


Prainervee Corporation’s Bulletin 4076 “De- 
gasification of Water” illustrates a num- 
ber of, equipments that are available for re- 
moval of gases from water at various tem- 
peratures. 

The bulletin illustrates, means 
removal of oxygen and carbon 


“MASTER*LIGHTS" 
© Portable Battery Hand Lights. 
© Repair Car Roof Searchlights. 


© Hospital Emergency Lights. 


rovided for 
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CARPENTER MFG. CO. 
1 Scat Sea 
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SAVE MANPOWER, 


MAINTENANCE, SPACE, 
AND ORIGINAL COST! 


a 


4 Model 105 Auto-Air on standard 114-ton truck illustrated 


' A i i 4 A 4 : Davey Heavy-Duty Truck 


Power Take-Off in the truck-drive shaft eliminates separate compressor engine, 
drives Davey Air-Cooled Compressor from the truck engine providing extra 
truck space for men, material and equipment. Davey Air-Cooled Compressors and 
H. D. Truck Power Take-Offs are engineered for the highest operating effi- 
ciency. Davey originated truck-driven Auto-Air Compressors and has more of 
these units in service than all other manufacturers combined. Davey alone offers 
Auto-Air Combinations . .. Compressor and Power Take-Offs . . . Guaranteed 


as a unit. 

Davey Auto-Air is available in 60, 105, 160, 
210 and 315 cubic feet capacities. In addition 
to standard Auto-Air Compressors, Davey 
offers Compressor-Welder Combinations for 

D AVEY mounting on the same truck, driven by the 
truck engine through the Davey Heavy-Duty 

2, Power Take-Off. 
Comp TEdCON sig Write For Complete Davey Catalog E-172. 


KENT On Te Davey Compressor Co., builds a complete line 
of Portable and Stationary Compressors, Heavy- 
OD EMAL £°R S 2M Duty Truck Power Take-Offs and Pneumatic 


PRINCIPAL CITIES Saws. 
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INDUSTRIAL PROGRESS—( Continued) 


Why dig through a 


PILE 
of Catalogs? 


Find the 
Fitting 
you need, 
quickly— 


in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, 4 or more bolts. 


L-M Elbows, with compression units 

giving a dependable grip on both con- 

ductors. Also Straight Connectors and 
Tees with same con- 
tact units. 


Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 


Clamp Type Straight Connectors 
and Reducers, Elbows, Tees, Ter- 
minals, Stud Connectors, etc. 


Jack-Knife connectors for simple 

and easy disconnection of mo- 

tor leads, etc. Spring action— 
Also sleeve type terminals, 


self locking. 
screw type, shrink fit, etc. etc.  — 


Splicing Sleeves, Figure 8 and Oval, seamless tub- 
ing—also split tinned sleeves. High conductivity 
copper; close dimensions. 

Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. Write for Catalog. 


PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 


Vi-Tite Terminals for quick 
installation and easy taping. 


CORDUCTOR FITTINGS 


TI Te 





ileal 





water without the use of steam, the removal of 
small quantities of ammonia, the removal of 
hydrogen sulphide and carbon dioxide simy|- 
taneously, as well as illustrating different de- 
signs of Cochrane deaerators available {or 
elimination of gases in connection with boiler 
plants. 


Lawson Made Vice President 
of Nash-Kelvinator 


pep T. Lawson, general sales manager 
of the Kelvinator Division, has been ap- 
pointed a vice president of the Nash-Kelvina- 
tor Corporation, it was announced recently by 
George W. Mason, president. 5 

As vice president in charge of sales for the 
Kelvinator Division, Mr. Lawson’s broadened 
responsibilities, according to Mr. Mason, will 
better enable him to plan and execute a pro- 
gram of expansion for Kelvinator in the major 
appliance field. This is in keeping with the 
company’s recent announcement that Kelvina- 
tor expects to exceed a million units during 
the first years of peacetime production. 

Mr. Lawson has been with Kelvinator since 
1939, only interrupting his sales activities for 
a period early in the war to participate in the 
company’s extensive war production program. 


General Detroit Corp. Issues 
Buyers’ Encyclopedia 


A BUYERS’ Encyclopedia featuring more 
than 500 separate items in the industrial 
maintenance, safety, and fire protection fields 
is offered by the General Detroit Corporation, 
manufacturers of fire fighting and_ allied 
equipment since 1905. 

The book contains factual data on such sub- 
jects as sizes and types of hose threads, noz- 
zle and fire stream data, information on proper 
maintenance of fire hose, types of extinguish- 
ers and fires for which they are best suited, 
information on the proper care of ladders, and 
kinds of fires. 

Copies of the encyclopedia are available 
without obligation to executives. Requests 
should be addressed to the General Detroit 
Corporation, 2200 East Jefferson Avenue, De- 
troit 7, Michigan. 


A-C Appointments 


 eeden of three new vice presidents by 
the board of directors of the Allis-Chal- 
mers Manufacturing Co. was announced re- 
cently by Walter Geist, president. 

The new vice presidents are William C. 
Johnson, James M.’ White and William A. 
Roberts. 





DICKE TOOL COMPANY 
DOWNERS GROVE, ILL. 
Manufacturers of 


Pole Line Construction Tools 
They’re Built for Hard Work 
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| 
How TO SAVE 


MANPOWER 
YET SPEED 
TRANSMISSION 








/ hroughout the country our trained men 


are ready to help you meet today’s unprecedented 


demand for power. In the erection or maintenance 
of transmission lines . . . regardless of distance or 
terrain... Hoosier experience and special equipment 


guarantees efficient and economical service. 
COLUMBUS, OHIO 


NEW YORK — CHICAGO ERECTION and MAINTENANCE OF TRANSMISSION LINES 
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Are You Properly 
Emphasizing the 


Savings Feature 


of Your Plant’s Payroll 


Savings Plan? 


Now's the time to empha- 
size over and over again the 
savings feature of your Pay- 
roll Savings Plan. To press 
home to your people the need 
of building up savings—build- 
ing them up not only in 
wartime but also in the years 
after the war. To point out 
that a bond cashed before its 
full maturity is a bond killed 
before giving full service to 
its owner—or his country! 


Buying War Bonds, holding 
War Bonds, and keeping 
wartime savings mounting 
—all are vital. But no one of 


these is enough by itself. The 
savings habit must be car- 
ried over into the years which 
follow the war. For if, at war's 
end, we have ‘flash-in-the-pan’ 
spending, everybody loses. 
The spender loses, you lose, 
and the country loses! While 
a working public, convinced 
of the value of continued, 
planned savings is the sound- 
est possible foundation for 
private enterprise of every sort. 

WAR BONDS TO HAVE 
AND TO HOLD! 


The Treasury Department acknowledges with 
appreciation the publication of this message by 


* LET’S ALL BACK 
* THE ATTACK... 
* WITH WAR BONDS! 


This is an official U. S. Treasury advertisement—prepared under 
auspices of Treasury Department and War Advertising Council 


Public Utilities Fortnightly 
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- SAVE 50% 
IN TIME AND MONEY WITH 














THE ONE-STEP METHOD 





OF BILL ANALYSIS 











HAT effect is the war production program having on your bill dis- 
tribution? Analysis of customer usage data will provide the answer to 
this important question. In addition to a knowledge of the existing situation, 
certain trends may be disclosed, a knowledge of which may be of considerable 
importance to you under circumstances where the picture is rapidly changing. 


The One Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 


We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 


102 Maiden Lane, New York, N. Y. 
Boston Chicago Detrolt Montreal Toroate 
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AND TO KEEP YOU UP TO DATE: 


FEDERAL UTILITY REGULATION ANNOTATED 


(FURA) 


The Public Utility Holding 
Company Act of 1935 
as administered by the 
Securities and Exchange Commission 
1935 to 1941, Inclusive 


A Section by Section Treatment 
of the Act, with 


(1) Effective SEC Rules 


(2) Annotations of Commission 
and Court decisions 


(3) Supplemental notes 


OTHER FEATURES: Historical introduction, 
personnel of the Commission since organiza- 
tion (1934-1941), complete alphabetical list of 
subsidiaries of holding company systems, rules 
of practice, comprehensive subject index, an- 
nual pocket supplements. Price, $12.00; in com- 
bination with Public Utilities Reports, $10.00. 


FURA - CURRENT SERVICE = SEC 


A continuing record issued twice a month, with special issues as required. 





Summaries and analyses of commission and court decisions 
Special studies of financial aspects, policies and practices 
Comments upon observable regulatory trends and tendencies 
References to and excerpts from addresses by members and staff 
Brief reviews of pertinent articles in periodical literature 

Notes on legislative proposals and congressional debates 

Guides to collateral material of interpretative or suggestive value 
All dependable information clarifying or expounding the Commis- 
sion's work 


Subscription price $25 a quarter, including convenient binder and 
periodical index. 





PUBLIC UTILITIES REPORTS, INC. 


1038 MUNSEY BUILDING 
WASHINGTON, D. C. 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, design, and construction. « « « 





THE AMERICAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 


or 
ACCOUNTING AND REGULATORY REQUIREMENTS 
WEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANOISCO 
and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
PHILADELPHIA 


PACKARD BUILDING 








omucx FO, Bacon « Davis, anc: nx» case 


CONSTRUCTION Enai 
OPERATING COSTS ngmects INTANGIBLES 
VALUATIONS AND REPORTS 


NEW YORK PHILADELPHIA WASHINGTON CHICAGO 








GANNETT, EASTMAN & FLEMING, INC. 
ENGINEERS 


Harrisburg Pennsylvania 








GILBERT ASSOCIATES, Inc. 





ENGINEERS SPECIALISTS 
POWER ENGINEERING SINCE 1906 piscine and Expediting, 


Steam, Electric, Gas, Hydro, 
Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 





Operating Betterments, Personnel Relations, 
Inspections and Surveys, Reading, Pa. Original Cost Accounting, 
Feed Water Treatment, Washington New York Accident Prevention, 








FREDERIC R. HARRIS, INC. 
Engineers — Constructors Management 
Reports Appraisals Valuations 

27 William St., New York, N. Y. 


KNOXVILLE SAN FRANCISCO HOUSTON 











(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY continued 





LOEB AND EAMES 


Public Utility Engineers and Operators 
Ice and Refrigeration 


Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 











CHAS. T. MAIN, INC. 
ARCHITECTS — ENGINEERS 
Power Surveys—Investigations—V aluations—Reports 


Steam, Hydro Electric and Diesel Plants 
Boston, Mass. === Washington, D. C. 











J. H. MANNING & COMPANY 


120 Broadway, New York 
ENGINEERS 


Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizatiens 
Mergers 


Oonsulting Engineering 
Public Utility Affaire including Integration 








PUBLIC UTILITY ENGINEERING & SERVICE 
CORPORATION 


CONSULTING ENGINEERS 
OPERATIONS 


DESIGN 
STEAM — HYDRAULIC — GAS 
231 S. LA SALLE ST., CHICAGO (4), ILL. 








SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
New York San Francisco 


Chicago 








Sargent & Lundy 
ENGINEERS 
Steam and Electrie Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 
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STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING ° APPRAISALS 
BOSTON e« NEWYORK e¢ CHICAGO e 
SAN FRANCISCO e 


HOUSTON e 
LOS ANGELES 


PITTSBURGH 














WELSBACH ENGINEERING and MANAGEMENT CORPORATION 
Utility Appraisals « Engineering » Construction + Street Lighting Maintenance 
Consultants on All Phases Utility Operations 


General Office: 1500 Walnut St., Philadelphia 2 








Albright & Friel Inc. 


Consulting Engineers 


Investigations, Valuations, and Reports 
Design and Supervision of Construction 


1520 Locust Street Phila., Penna. 


JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reports 

in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 











BARKER & WHEELER, ENGINEERS 


DESIGNS AND CONSTRUCTION — OPERATING 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 





A. S. SCHULMAN ELEctTric Co. 
Contractors 


TRANSMISSION LiINES—UNDERGROUND DistTai- 
BUTION — Power STATION — INDUSTRIAL — 
CoMMERCIAL INSTALLATIONS 


537 Soutn Dearsorn St. Cricaco 











BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 





Mark WoLFF 
Public Utility Consultant 
261 Broapway, New York, N. Y. 


Representing the Public Exclusively 
Since 1914. 











EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 
Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 





J. W. WOPAT 


Consulting Engineer 


Construction Supervision 
re A oy 
e Investigations 


1510 Lincoln Bank Tower Fort Wayne, Indiana 











JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES-—-INDUSTRIALS 
RAILROAD ELECTRIFICATION 

DESIGN AND SUPERVISION VALUATIONS 

ECONOMIC AND OPERATING REPORTS 





BOSTON NEW YORK 








Representation in this Professional Directory 
may be obtained at very reasonable rates. 
Kindly address inquiries to: 
ADVERTISING DEPARTMENT 
Public Utilities 
1038 Munsey Building 
Washington 4, D. C. 
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Railway & Industrial Engineering Company... 15 
Recording & Statistical Corp. ... 

Remington Rand Inc. 
Ridge Tool Company, The 
Riley Stoker Corporation 
*Robertshaw Thermostat Co,  .............c-csccccssse aid 
*Robins Conveyors Incorporated 
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Sanderson & Porter, Engineers ak 

Sangamo Electric Company 29 
Sargent & Lundy, Engineers ...............-c<cscseen . 42 
Schulman, A. 8., Electric Co., Contractors........ 43 
Stone & Webster Engineering Corporation ........ 43 
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Todd Shipyards Corporation 


vV 


Vulcan Soot Blower Corp. 





Ww 
Welsbach Engineering and Management 
Corporation 
Wolff, Mark, Public Utility Consultant -. 
Wopat, J. W., Consulting Engineer 
41.43 
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PAN Nw AMERICA 


—_— 


EGRY BUSINESS SYSTEMS 





plete control over every recorded trans- 
action. Q Big businesses all over the country 


G seeatning plays a big have found it profitable to use Egry Systems 


part in Pan American World Airways’ busi- 
ness... not only in the huge Clippers they 
operate, but in every departmental activity 
as well. To speed up the writing of initial 
records Pan American Airways selected 
Egry Business Systems because they save 


time, money and materials, and assure com- 


for the making of all handwritten and 
typed records. You, too, will find it bene- 
ficial to investigate the adaptability of Egry 
Systems to your business. Q Write for liter- 
ature which gives complete information. Or 
a free demonstration may be arranged at 


your convenience. Address department F-427. 


E EGRY REGISTER COMPANY ©® Dayton, Ohio 
Egry Continuous Forms Limited, King and Dufferin Sts., Toronto, Ontario, Canada. 


RY TRU-PAK 


GOT 


ECRY ALLSET FORMS 


Y SPEED-FEED 
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RUBBER-STAMP 
ECONOMIES 


RUBBER-STAMP 
LIMITATIONS 


“The experience of electric utility companies in buying and using 


E UNIT SUBSTATIONS 


is consistently good evidence 


that our standardization 


policy has an even wider field of usefulness ahead of it. 


@ By systematic analysis of cus- 
tomers’ needs—and by co-ordination 
of our manufacturing facilities—we 
are meeting fhousands of ratings and 
requirements with relatively few. re- 
petitively built parts. 


@ Installation and maintenance have 
been simplified. There are only two or 
three factory-assembled sections to 
install. Maintenance practice can be 
made uniform, with fewer spares 
carried in stock. 


Typical G-E master unit substation 


GENERAL 


@ Specifying and ordering have been 
reduced to a simple routine that is 
comparable to changing the figures 
on a date stamp. Time saved on 
detailed specification work is avail- 
able for more thorough system plan- 
ning. 


@ Installed costs are lower, sub- 
stantially so when factors such as 
reliability, safety, and high salvage 
value are included in the economic 
balance. 


Remember, too; that General Electric’s 
policy of repetitive manufacture has not 
resulted, and will.not result, in a “‘freezing” 
of designs. Our research and design staffs 
can concentrate on improving the line as 
a whole rather than continually working 
out detail modifications in: design to meet 
the specifications of each new order. 

As you plan for néw substation insta!!a- 
tions, let us work with you on this route to 
lower investment costs. General Eleciric 
Company, Schenectady 5, N. ¥. 


Save Money and Buy More War Bonds 


ELECTRIC 


301-112E-170 
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